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Your Problems in Time 
of Uncertainty 


City Bank Farmers Trust Company, in its 119 years of 
experience, has dealt with the problems of managing 
property in its various forms during four periods of war- 
time uncertainty. 


Even in the best of times those problems are difficult. 
They require time, experience and judgment. But in 
these war-torn days, when a world revolution is in process 
and sovereign states, centuries old, are being destroyed, 
such problems demand experience and organization. 


The long and varied experience of City Bank 
Farmers Trust Company, which has served successive 
generations during the trying times of the past, can be 
called upon today and will be available in the years tocome. 
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Editor’s Note—The purpose of this section is to report factually and 
appraise objectively the effect of those current events and trends—both 
military and civil—which have the strongest impact on capital earnings, 
value and productiveness. For this purpose a notable discussion and edi- 
torial panel has been formed to provide direct contact with those fields of 
economic activity on which are dependent the security of investment funds. 
Official reports, news and research from industrial and governmental as 
well as financial sources are reviewed currently, digested and reported 
by panel members, with collaboration of outside authorities in the partic- 
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ular fields of interest concerned. 


Through this forum the threads of common interests are brought 
together from the key lines, for constructive criticism and understanding 
of the relationship of economic events to the financial community. 


PRICE POLICY—The recent rise in 
wholesale prices has again brought to 
the fore the whole question of price 
policy. It is true that prices have not 
risen excessively in the light of the 
large increase in production recorded 
throughout the past year. However, 
during the past few months the num- 
ber of bottlenecks has increased sub- 
stantially, and increasing prices are 
tending to accompany further expan- 
sion in output. Thus, since December, 
production has increased only 7 per 
cent, while prices have increased about 
9 per cent. 


In an effort to prevent further rises, 
it is being proposed that the legal pow- 
ers of the O. P. A. C. S. should be 
strengthened. One proposal reported 
in the press recently calls for the im- 
mediate fixing of all wholesale and re- 
tail prices—except those of farm pro- 
ducts—and for control of rents in se- 
lected defense areas. 


The omission of farm prices as well 
as wages from among the prices to be 
controlled would be enough to doom 
this scheme to failure even if the tre- 
mendous administrative difficulties 
could be satisfactorily solved. The rises 
in these two areas, as well as in ship- 
ping costs (a relatively uncontrollable 
factor) have played significant roles in 
the price increases to date. Other fac- 
tors causing rises have been the inade- 
quacy of the supply of many goods to 
meet the combined civilian and defense 
demand (e.g. domestic oils and fats); 
lack of shipping facilities, and specu- 
lation. 

The price policy of the administra- 
tion to date has been inadequate. 
Prices which should be kept down, e.g. 
food products, have been raised as a 
result of pressure from the farm bloc, 
while the prices of luxury products 
such as automobiles, furniture, etc., 
which should go up, have been kept 
down. 
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Price has a two-fold function: to en- 
courage new supply and to discourage 
demand. . It is not desirable to keep all 
prices down. ‘If the prices of. luxury or 
semi-luxury. products are kept down, a 
universal system of rationing will have 
to ‘be instituted to decide who will re- 
ceive the limited supply of these goods. 
It is obvious that price control for such 
products must be productive primar- 
ily of additional measures of control. 
Commissioner Henderson has fully rec- 
ognized the importance of higher prices 
in some areas by his proposal to a con- 
gressional committee that high excise 
taxes be imposed on automobiles as 
well as many other durable goods in 
order to curtail the demand for them. 


The essential difference between a 
price rise due to the imposition of an 
excise tax and one due to other causes 
is that in the first place the govern- 
ment obtains all of the increase in price 
through the collections of the tax, 
while in the second case, it obtains only 
that proportion of the rise which may 
be deemed as excess profits. But the 
effect in terms of the diversion from 
civilian industry would be the same in 
either case. If Congress fails to levy 
the high excise taxes recommended by 
Henderson then a price rise should be 
permitted to accomplish the designated 
objective. It may be argued that un- 
der conditions of increasing purchas- 
ing power, price increases for luxury 
products will. not curtail demand ade- 
quately and may, on the other hand, re- 
sult in a diversion of essential mater- 
ials to non-essential civilian industries. 
While such a fear would be well 
grounded under more normal condi- 
tions, the institution of a comprehen- 
sive priorities system insures that only 
limited supplies would be available to 
these industries in any event and, 
hence, price rises can perform their role 
on the demand side without attracting 
the increase in supply which might oc- 
cur. under other conditions. 


The fixing of prices, however, does 
not eliminate the pressures which are 


causing them to rise. A.more funda- 
mental approach is needed -in order to 
prevent price rises. Mr. Henderson’s 
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suggestion that supplies be increased 
is one fruitful approach to the prob- 
lem. If such a program could be made 
fully. effective, other measures would 
become less necessary. But, since it 
seems certain that supplies cannot be 
increased to the extent required, some 
action must be taken to reduce demand 
for these products. The sale of defense 
bonds is an important contribution in 
this direction, but it does not go far 
enough. The government must either 
increase taxes by lowering exemptions 
and raising rates and thus take away 
the purchasing power from those who 
spend it on consumers’ goods or many 
prices will rise regardless of efforts 
taken by the control authorities. 


The price fixing device is a selective 
one and should be used to keep partic- 
ular prices in line, while resort should 
be had to the fiscal device to keep the 
general price level down. The attempt 
to perform the latter function by di- 
rect price control will prove futile in 
this case, as it has in other countries 
and in other experiments in the past. 
However, the fiscal instrument is still a 
relatively new type of control and 
hence must be used with great care. 
Instead of fixing a general ceiling for 
commodity prices as has been propos- 
ed, it would be desirable to clothe the 
O. P. A. C. S. with legal authority to 
undertake controls to keep specific 
prices in line. A general grant of au- 
thority similar to that under which the 
Canadian War-Time Prices and Trade 
Board operates might furnish the 
framework for such legislation. 


HAS THE WIND CHANGED?—Sur- 
plus funds for investment have been so 
extremely large that it has hardly been 
appropriate to discuss the outlook for 
interest rates. With excess reserves of 
astronomical proportions, easy money 
conditions had to prevail. From the 
Fall of 1937 until the Summer of 1940, 
excess reserves increased sharply and 
finally approximated 7 billion. The most 
important causes were the huge inflow 
of gold and the expenditure of ear- 
marked gold of foreign countries. Loans 
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increased only moderately and banks 
sought to put their growing idle funds 
to work in investments. 


Developments in the war and our ar- 
mament boom have altered this situa- 
tion. Gold is continuing to flow to this 
country, but at a slower rate. Industry 
has called upon the banks for funds to 
finance a higher level of business. Mem- 
ber bank loans have increased nearly 2 
billion dollars during the past year and 
they are now higher than at the 1937 
peak. Concurrent with the increase in 
loans has been an even larger increase 
in bank investments. We are still en- 
gaged in “tooling” our armament in- 
dustries and the prospects are for a 
substantial further increase in bank 
loans. The Government’s deficit, which 
for the current fiscal year will approxi- 
mately double that for the preceding 
fiscal year, is likely to increase sub- 
stantially, and the banks will probably 
be called upon to finance, through in- 
vestments, a large part of the deficit. 
This puts more bank funds to work, in- 
creases deposits and reduces excess re- 
serves. Another important factor in- 
fiuencing excess reserves is money in 
circulation, which has reached a new 
all-time high. 


It is not possible now to say how 
much excess reserves may decline dur- 
ing a given period in the future. A 
year from now they will, no doubt, still 
be large. Nevertheless, the basic trend 
appears to have changed. Further 
sharp declines in excess reserves will 
reduce somewhat the pressure upon 
banks to make investments and if this 
continues long enough, it may be re- 
flected by some slight rise in interest 
rates. However, it seems unlikely that 
a significant change will be permitted 
by the Administration in light of the 
hugh federal financing which looms 
ahead. 


FISCAL POLICY OBJECTIVES—The 
proper objective of government war- 
time fiscal policy is twofold: (1) to pre- 
vent inflation; (2) to divert all possible 
resources available to the defense or 
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war effort. Although progress is be- 
ing made toward the accomplishment 
of the second objective through the use 
of priorities, plant expansion, etc., the 
tax proposals so far made by the Ad- 
ministration as well as those put for- 
ward in Congress, will not have too 
much value in accomplishing these ob- 
jectives. 


During a war period, increases in 
consumer purchasing power result in 
a situation in which demand exceeds 
available supply. As the period of con- 
flict lengthens the gap between the two 
becomes increasingly greater. The re- 
sult is a rising spiral of prices which 
increases the cost of living, thus ad- 
versely affecting low income groups, 
and also increases the cost of the war 
to the government. The latter factor 
increases government expenditures, 
which flow to ultimate consumers and 
still further widens the gap between 
decreasing supplies available for civil- 
ian consumption and the increasing con- 
sumer purchasing power. A key prob- 
lem of war finance is how to siphon off 
this “excess purchasing power” and 
thus prevent the rise in prices which 
soon begins to “feed upon itself.” 


A complete “pay as you go” policy is 


probably not feasible. The practical 
objective is therefore the best possible 
combination of borrowing and taxation. 
Borrowing should be from the public— 
the banks should be used only as a last 
recourse. This observation applies to 
the situation which prevails when we 
are operating at or near full capacity. 
When a large amount of idle capacity 
is available, the inflationary effects of 
borrowing from the banks are less im- 
portant as the events during the Thir- 
ties have demonstrated. 


Sound fiscal policy in wartime re- 
quires a drastic reversal of peace-time 
depression policies; conditions are so 
radically different that the policies must 
likewise be different. We are now con- 
cerned with a curtailment of demand 
as compared with its expansion during 
the depression. To accomplish this, it 
is important to tax. the increased in- 
comes of those in the lower brackets, 
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because those are the incomes where 
the large increases are occurring and 
which will otherwise be spent for goods 
whose production will compete with the 
war effort. These taxes would supple- 
ment the policy of still further increas- 
ing the already severe taxation upon the 
middle and higher bracket incomes. 
Such a program is considered to be 
an essential supplement or addition to 
continued high excess profits and pro- 
gressive income taxes. The increases 
in the latter incomes have not been rel- 
atively great in the aggregate, nor do 
they threaten inflation, because they 
tend to flow largely into government 
investments, in any event, and thus 
help pay for the war program. 
Something is to be said for specific 
excise taxes on purchases of consum- 
er’s durable goods, the raw materials of 
which are required for defense, espec- 
ially where the imposition of income 
taxes on low incomes is not feasible 
because of political considerations. But 
it must be constantly emphasized that 
whereas increasingly heavy taxation on 


the upper brackets merely brings in 
money ... and not a great deal of that 
. .. lowering the exemptions is doubly 
helpful; it not only brings in money 
but limits consumption in the places 
where consumption is tending most rap- 
idly to expand and to compete with de- 


fense. The ideal would be to control 
spendable consumers’ income, by a com- 
bination of taxes and bond sales, so 
that it would not importantly exceed 
the amount of goods produced at the 
current price levels. 


GOLD PROBLEM — NOT DEAD 
BUT SLEEPING—Many people have 
been worried by the alleged inflation- 
ary possibilities and dangers of the re- 
cent extension of the President’s power 
to devalue the dollar by a further 9% 
and the continuation of the Stabiliza- 
tion Fund. In addition, we have it on 
the authority of Mr. Henderson that 
the problem of war finance is not likely 
to be wholly solved and that under our 
present program some degree of infla- 
tion is inevitable. 
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If the President were to devalue the 
dollar further, deposits of the Treasury 
with the Federal Reserve Banks would 
increase. The expenditure of these de- 
posits would expand commercial bank 
reserve balances. In addition, if, in 
violation of the purposes for which it 
was set up, the inactive balance of the 
Stabilization Fund were spent for pur- 
poses not connected with the foreign 
exchange position of the dollar, a fur- 
ther large expansion of credit could be 
produced. However, these dangers are 
remote for several reasons: 


First—Such a policy would be a di- 
rect menace to the entire price control 
system to which the Government is 
committed, however imperfect and op- 
portunistic the execution of that policy 
may be. It would negate the Govern- 
ment’s efforts to sell Government bonds 
to others than banks. It would prob- 
ably force the adoption of general ra- 
tioning not only of industry but of con- 
sumers at an earlier date than would 
otherwise be necessary. It would do all 
these things because it would violate 
an important principle of war finance: 
i.e. if inflation is to be avoided a por- 
tion of the income stream roughly pro- 
portionate to the value of war goods 
currently produced must be withdrawn 
and returned to the government. 

Second—It is quite probable that the 
volatile factor of velocity of circula- 
tion of bank deposits which contains a 
present and active danger of inflation 
will soon put the administration in the 
position of combating inflationary ten- 
dencies which it would be very unwill- 
ing to aggravate by its own actions. 


Third—The Government still retains 
other powers to expand the credit struc- 
ture, e.g. the issuance of silver certi- 
ficates and greenbacks. Some of them 
are rather inconspicuous and would 
probably be used before the more dra- 
matic and disturbing method of further 
devaluation was adopted. 

Fourth—The combination of the pri- 
orities and price control, a very liquid 
banking position and high taxes pro- 
vides the means for adequate war fi- 
nance without having to fall back on 
grossly inflationary methods. 
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Gross abuse of great powers is al- 
ways possible, of course, and the gold 
problem will have to find some defin- 
ite solution after the war. In the mean- 
time, there are two advantages in leav- 
ing our gold arrangements as they are. 
First, the Stabilization Fund conveni- 
ently immobilizes $1,800,000,000 in gold. 
Second, any constructive plan for using 
gold as an instrument for promoting 
exchange stability and settling interna- 
tional balances after the war will re- 
quire agreement among the major gold 
using powers as to the prices at which 
they will buy and sell gold. In nego- 
tiating such an agreement a certain de- 
gree of flexible administrative power on 
our part will be desirable. 


ONE STEP TOWARD COORDINA- 
‘TION—The establishment of 30 com- 
modity divisions in the OPM is a step 
in the right direction. As a result of 
this re-organization, it is no longer nec- 
essary for the business man to find his 
way through two, three or more divi- 
sions of OPM in order to discuss and 
settle the defense problems which arise 
in connection with his industry. A 
large amount of needless duplication 
of effort and conferences has been elim- 
inated by this move. But much progress 
remains to be made in this direction. 
For example, priorities programs are 
now handled by a divisjon of OPM and 
by a division of OPACS, the latter sug- 
gesting programs for allocation among 
civilian uses while the former is pri- 
marily concerned with defense uses. 
The actual carrying out of the program, 
however, is in the hands of the OPM 
Priorities Division. It would seem to 
be a desirable step to combine the en- 
tire priorities program in one division 
and thus avoid the necessity for end- 
less conferences as well as the bicker- 
ings and jealousies (already being re- 
ported) which are bound to arise be- 
tween two such agencies. 


Furthermore, there is a large amount 
of duplication between the new organ- 
ization in OPM and that of OPACS 
Since the latter agency is also set up 
along commodity divisions. It would 
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seem more logical to centralize all ac- 
tivities in one agency. Thus, OPACS 
could be made a sub-division of OPM 
and the commodity sections set up in 
the latter agency would then handle all 
phases of the problem, including prices, 
production, purchases, priorities and 
labor. This would make possible a bet- 
ter utilization of the limited supply of 
experts and also a more effective co- 
ordination of the defense program. 


DEFENSE CONTRACTS AND COSTS 
—Estimates of the cost of defense, even 
for a year ahead, are mere guessti- 
mates, rising as new needs are uncov- 
ered and productive capacity becomes 
available. Actual figures for appro- 
priations give the best definite cue, but 
even here there is a great difference * 
between appropriated funds, contracts 
awarded and actual expenditures made 
by the federal government. For the 
period between June 1, 1940 (the day 
following creation of the Council on 
National Defense) and June 30, 1941, 
total defense appropriations were $49,- 
583,000,000, of which $3,671,000,000 
were on British contracts. 


Contracts awarded during this period 
total $27,318,000,000, as reported by the 
O.P.M., while only $6,200,000,000 has 
been paid out under national defense 
orders. This latter is mostly for new 
plant construction, which indicates that 
the ratio will increase sharply as as- 
sembly lines get in full stride of con- 
verting blue-prints into armaments “on 
hand.” Some lag has been occasioned 
by the time required to clear payment 
through government bureaus. 


Thus, while the national debt, by 
June 30, had risen only somewhat over 
6 billions during the year to a total of 
49 billions, we should soon see a rapid 
reflection of the 50 billion appropriation 


figure into debt. Net receipts of the 
government for the first month of the 
1942 fiscal year (to July 15) were $207.5 
millions, against expenditures of $792.9 
millions—of which $460.8 was for na- 
tional defense. 
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FIDELITY- PHILADELPHIA 
Trust COMPANY 


Organized 1866 


Statement of Condition, June 30, 1941 


RESOURCES 


Cash on Hand and in Banks $42,769,667.98 
U. S. Government Securities 31,086,564.88 
State, County and Municipal Securities 21,870,719.86 
Other Investment Securities 26,387,716.48 
35,422,849.34 

Mortgages Owned 5,748,907.89 
Real Estate Owned 4,067,915.45 
Other Assets 3,092,615.87 
$170,446,957.75 


LIABILITIES 


Capital Stock $6,700,000.00 
Surplus 12,000,000.00 
Undivided Profits 2,138,479.35 
Reserve for Contingencies 1,186,430.85 
Reserve for Interest, Taxes, etc, -------------------- 336,056.14 
Other Liabilities 175,100.62 
Deposits 147,910,890.79 


$170,446,957.75 


United States Government obligations and other securities carried at 
$18,963,930.28 in the above statement are pledged to secure 
Government, State and Municipal deposits and for fiduciary purposes 
as required by law, and to secure Clearing House exchanges. 


MARSHALL S. MORGAN KENNETH G. LE FEVRE 


President Treasurer 


135 South Broad Street 325 Chestnut Street 
Philadelphia, Pa. 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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The T.N.E.C. Serves Its Purpose 


A Review of Its Activities and Methods— 
and An Unfulfilled Need 


G. WRIGHT HOFFMAN 
Professor, University of Pennsylvania 


ITH the recent “Final Statement” 

by its Chairman, the labors of the 
Temporary National Economic Commit- 
tee come to an end. It has consumed 
in printed space a shelf full of volumes, 
three years of time. It has attracted 
widespread public attention. 

What has the investigation accom- 
plished? Very broadly viewed its prin- 
cipal constructive result has probably 
been (1) to sharpen and popularize in- 
terest in our economic problems of na- 
tional scope, and (2) to broaden some- 
what our understanding of the size and 
complexity of these problems. Need- 
less to say this sharpening and broad- 
ening result has not been accomplished 
without considerable heat. It cannot 
be said that much new fundamental 
material has been unearthed. Conclu- 
sions and recommendations are few in 
number, involving no new pattern of 
business or government. 


Finding What Was Wanted 


F we come closer to this study it is 

not difficult to learn why it is stim- 
ulating and broadening rather than 
pioneering. It was launched by the 
President immediately following the 
rather severe economic sinking spell of 
1937-38. Not even the most optimistic 
could argue in the spring of 1938 that 
all was well with our economic ship of 
state. To give the investigation a good 
send-off the President in an address to 
Congress indicated rather precisely the 
main findings he expected of the Com- 
mittee. To be sure of these findings, 
the Temporary National Economic Com- 
mittee and its directors of research 
were in the main’ selected from among 
those known to hold views similar to 
the President. Finally, to make sure 
that these views would prevail, public 


hearings were carefully guided by men 
well versed in the art of cross-examina- 
tion. 

To say, however, that the investiga- 
tion was staged is not to say that it was 
an entire waste of time and money. 
Our country is still a democracy. As 
such it must rise or fall to the extent 
that the contacts between those who 
direct our people and the people them- 
selves operate freely, fully, and fairly 
promptly. Leadership moulds public 
opinion; but public opinion moulds lea- 
dership; the two act and interact. Of 
the two the sluggish element, but the 
one with final authority, is the express- 
ed opinion of the people. Investiga- 
tions of the character of the T.N.E.C. 
are a very material aid in giving to 
many people worth-while materials to 
study, to reflect upon, to pass judg- 
ment on the many broad issues raised 
but also stepped up in point of time. 


The Method — Why Chosen 


N undertaking the investigation, the 

Committee felt that public hearings 
should be held to give the investigated 
a right to appear and present their 
views. This could serve as a source of 
“idea getting” as well as “idea letting.” 
It would permit the New Dealers to 
meet and match wits with the “big 
boys.” Furthermore, this would be 
done in the New Dealers’ own parlor. 
It would yield valuable publicity to the 
investigators individually and collec- 
tively. All this and more had been 
learned from the Pecora stock market 
hearings of a few years back. 

At the same time it was recognized 
that coordinated, thorough-going re- 
sults must consist of something more 
than cross-examined opinions. Accord- 
ingly a series of monograph studies was 
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planned, each study to be under the di- 
rection of one or more trained econom- 
ists. The published product of this two- 
fold approach is a series of hearings 
divided into 37 volumes and a series of 
43 monographs. 

These are some of the areas explored 
in the T.N.E.C. hearings, named in the 
order of space devoted to each: life 
insurance, the petroleum industry, the 
steel industry, investment banking, tech- 
nology, patents, savings and investments, 
the construction industry, monopolistic 
practices, the liquor industry, the cop- 
per industry, the beryllium industry, the 
consumer. If we had before us no more 
than the mere enumeration of these 
areas we would, nevertheless, know some- 
thing of the direction of the investiga- 
tion. They represent selected areas of 
American economic activity,—not a co- 
ordinated picture of the whole of it. 
They suggest an interest in bigness, in 
industrial and financial control and in 
the incidence of such control. 


The Form Reveals The Spirit 


N examination of the monograph 
titles similarly suggests these same 
areas of interest with, however, much 
greater emphasis upon factual analysis. 
Some of the volumes are comprehensive 
in character, giving emphasis to mat- 
ters of policy. These include such stud- 
ies as: Economic Standards of Govern- 
ment Price Control; Price Behavior and 
Business Policy; Measurement of the 
Social Performance of Business; The 
Structure of Industry and Competition; 
and Monopoly in American Industry. 
Most of the studies, however, are lim- 
ited to one or more aspects of economic 
activity such as Who Pays the Taxes?: 
Concentration and Composition of Indi- 
vidual Incomes; Industrial Wage Rates, 
Labor Costs and Price Policies; Export 
Prices and Export Cartels; Relative Ef- 
ficiency of Large, Medium-Sized, and 
Small Business; Anti-trust in Action; 
Financial Characteristics of American 
Manufacturing Corporations; Economic 
Power and Political Pressures; Patents 
and Free Enterprise; Savings, Invest- 
ment, and National Income; Control of 
the Petroleum Industry by Major Oil 
Companies; Price Discrimination in 
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Steel; The Motion Picture Industry—A 
Pattern of Control. 


Here as in the hearings a few com- 
mon threads give broad content to the 
investigation. Our capital resources, 
the thesis goes, are centered into too few 
hands. The management of these re- 
sources is too highly concentrated. Con- 
centration of capital resources results in 
a distribution of income not only in- 
equitable but destined to dry up the 
demand for additional goods and ser- 
vices. Concentration of capital man- 
agement leads to lowered competition, 
price rigidity, and unwillingness to take 
risk, and in turn production curtailment 
and a lower income for all. 


Fair Questions Demand Fair Answers 


T is of interest, bearing on these cen- 

tral threads of thought, to note some 
of the typical questions raised. “How 
large must a life insurance company be 
to function effectively?” “What are the 
interlocking relationships between life 
insurance and banking?—between bank- 
ing and large industrial concerns?” 
“Are the savings of the people funneled 
into banks there to lie idle and so choke 
new and promising industrial expan- 
sion?” With reference to the petroleum, 
the steel, the farm machinery industries 
and others: “Why price uniformity and 
rigidity so administered that demand 
and hence production cannot fully 
flower?” “Why when volume falls off 
are not prices lowered in these industrial 
areas as in competitive agriculture?” 
“Are Government-granted patents so 
used that they promote industrial pro- 
gress and the useful arts or only to con- 
trol competitive effort?” “How can a 
greater measure of competition be re- 
stored?” “Are individual states able to 
regulate in the public interest corpora- 
tions national and _ international in 
scope?” 

Few will argue that these issues are 
entirely without merit. The real question 
is, “What is the measure of truth in 


1. A complete list of the titles may be obtained by 
writing the Superintendent of Documents, 
Washington, for Description of Hearings and 
Monographs of the Temporary National Eco- 
nomic Committee. Most of the items may be 
had for a nominal charge. 
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each and what should be done if different 
tactics seem advisable?” 


Needed: A Permanent, Impartisan 
Commission 


ECAUSE the national scene is con- 

tinually changing as a result of ex- 
ternal as well as internal impacts, ques- 
tions of this order need continual fact- 
finding review by the best impartial 
minds that can be found. They need re- 
view to arm not only the leadership of 
the country but also public opinion broad- 
ly. Is it not time to recognize that the 
static school of economic investigation 
has served its purpose and move up to 
the dynamic school of economic policy? 


The principal contribution of the T.N. 
E.C. investigation thus far has been to 
encourage public interest in economic 
problems of general concern. If some- 
thing more than this is to be accom- 
plished, it must flow from continual 
study of the issues here raised. What 
is needed is a body of trained men to 
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undertake—and carry on— this sort of 
study. Even so the answers found will not 
be satisfactory to all. They should, how- 
ever, be vastly superior to snap judg- 
ments flowing from partisan committee 
rooms. They should be better integrated 
and in the long run far more constructive 
than results obtained by a handful of 
separate studies. Perhaps this investi- 
gation may yield in time a Permanent 
National Economic Commission with a 
well paid, highly trained staff. If so the 
million and more dollars poured into the 
T.N.E.C. will have been money extremely 
well spent. 


Burke Named Commissioner of SEC 


Emund Burke, Jr., director of the re- 
organization division of the Securities and 
Exchange Commission, was named recent- 
ly by President Roosevelt as Commissioner 
to sueceed Leon Henderson, who will de- 
vote himself entirely to the Office of Price 
Administration and Civilian Supply. Mr. 
Burke will serve out his term on the Com- 
mission, which expires in 1944. 


Grand Coulee Dam, which will ultimately have the capacity to produce more hydro- 
electric power than any other plant in the world, stands as a monument to American 
engineering genius. Built under the supervision of the Bureau of Reclamation of the 
Department of the Interior, the Dam is the greatest man-made structure ever built 
on earth. Covering thirty-five acres at its base this mass of steel and concrete rises 
550 feet above the former level of the Columbia River, and when water pours over its 
spillway it will form a waterfall 2%4 times as high as Niagara Falls. The irrigation 
features of the Dam are expected to convert 1,200,000 acres of desert, an area as large 
as Delaware, into fertile farm land. America creates for itself a new frontier and sets 
the foundation for another industrial empire. 
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CENTRAL HANOVER BANK AND TRUST COMPANY 


NEW YORK 


Statement of Condition at Close of Business 
June 30, 1941 


ASSETS 
Cash and Due from Banks . . . . « « $736,514,822.14 
U. S. Government Securities . . . . . «. 426,922,356.21 
State and Municipal Securities . . . . . 345571,213.13 
of eee ee ee ee ee ee 26,539,746.52 
Stock in Federal Reserve Bank . . .. . 2,430,000.00 
Loans and Bills Purchased . . « « «© + 1975424,237-71 


Real Estate Mortgages. . . . . «© «© 6,757,729.22 
ae ae ee ee eee 14,769,010.00 
ee ee ee ee ee ee 1,055,602.73 
ee ee eee eee 1,504,941.78 
Customers’ Liability Account of Acceptances. 1,817,564.94 

Total $1,450,307,224.38 


LIABILITIES 
Copttel . 2. « © © «  $23,000,000.00 
DD 6° Ss ce wes 60,000,000.00 
Undivided Profits . . . 15,642,735.60  $96,642,735.60 
Reserve for Taxes, 
Interest Accrued, etc. . . . 2 « « 4,900,759.05 


Dividend Payable 
ge ee a a ee a 1 ,050,000.00 


pe ee ee ee ee ee ee ee ee 2,007,420. 37 
- 1,345,706, 309.36 


Deposits . se 
Total $1,450,307,224.38 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. S. Government Securities oe ee ee a eee $8,471,886.25 


Member Federal Deposit Insurance Corporation 
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Primrose Paths to Inflation 
Political Courage Needed for Economic Safety 


HARRY G. GUTHMANN 
Professor of Finance, Northwestern University 


EW Deal experiments in inflation 

(or reflation) were notable for their 
lack of success. Now, when inflation is 
unwanted and feared, it appears not un- 
likely that it may arrive. The trouble 
lies not in a lack of knowledge of the ills 
that flow in its wake nor the steps needed 
for prevention, but in an unwillingness 
to pursue paths that are not strewn with 
political primroses. Never has there 
been a clearer understanding of the eco- 
nomics of inflation or a greater desire 
expressed in Administration circles to 
prevent it. Fears are already growing, 
however, that an admirable objective may 
fail of achievement because of weakness 
and tardiness in the execution of neces- 
sary preventive steps. 

In its dealings with business, labor 
and agriculture, the Government has 
taken firm measures with the first group. 
Higher taxes and price restraints have 
not only been put into effect but have 
been accepted with good grace, by and 
large, as necessary and inevitable. Bus- 
iness men as a class do not expect this 
war to be a strawberry festival. 

Not only has little or no such action 
been taken with respect to labor and 
agriculture, but even warnings as to the 
need for similar economic restraint upon 
their part have been rare. They have 
been the object of collective sympathy, 
and few are willing to brook the unpop- 
ularity that goes with saying anything 
that may be misinterpreted as hostility. 


Bases of Reassurance 


HOSE few who have criticised wage 

advances have usually done so on the 
ground that such increases will increase 
costs, make prices advance, and so bring 
on inflation. There is a partial answer 
to this argument, in such cases as the 
steel industry; that prices can be fixed. 
Admittedly, increased volume may enable 
concerns in that field to absorb some 


wage advances out of the resulting econ- 
omies. It is actually easier for manage- 
ment in some cases, under current con- 
ditions, to grant wage increases than to 
face the unpleasantness of a refusal. 
This is particularly the case when the 
corporation’s earnings are rising and it 
is subject to the excess-profits levy to 
such a degree that more than half of any 
increase in the wage bill will be borne 
by the Federal Treasury. The ability 
of labor to exert pressure upon the man- 
agement of a publicly owned corpora- 
tion may be greater than that of the 
stockholders. 

A more penetrating analysis would go 
farther, however, and ask whether the 
particular workers affected are relatively 
underpaid or not, and what effects might 
flow from the increased purchasing 
power placed in their hands. A care- 


Forever Blowing Bubbles 
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ful survey on the first point would be 
likely to show that those who have re- 
ceived the increases have by and large 
been among the already better paid, as in 
the automobile industry, since the skill- 
ful and well-paid are those who enjoy 
the strongest unions and the best bar- 
gaining position. Clearly such labor is 
in the weakest position to command pop- 
ular support for its demands if its posi- 
tion is understood. 


Where Wage Rises Hit Defense 


ERHAPS more important at the pre- 

sent time from the national point 
of view than even the question of the 
equity of these wage increases is the fact 
that such increments to fairly well-filled 
pay envelopes are the most likely to be 
spent for those durable consumption 
goods, such as automobiles and refriger- 
ators, that are most competitive with 
defense production. Increases in the to- 
tal of wages paid that go into the lower 
brackets as the result of spreading em- 
ployment are more likely to be spent for 
food and clothing and so tend to absorb 
farm surpluses and, in general, fall into 


lines of production where capacity is 
more ample to care for consumption 
without creating the bottlenecks that 
interfere with defense work and without 


pushing up prices. There is no sense 
in giving up “butter for guns” if the 
capital and labor used for buttermaking 
will never be converted to gun produc- 
tion, but merely go idle when we forego 
the former. In fact, the Administra- 
tion’s hopes for the maintenance of con- 
sumption as usual are actually less than 
they need be, in directions where the 
consumption is of such items as certain 
food lines and textiles, where resources 
and labor will merely be idle if we pinch 
our spending in those directions—bar- 
ring an immense and extremely complex 
transfer, which hardly as yet seems nec- 
essary, and is certainly not yet in con- 
templation. 

Increased employment which takes the 
form of overtime also raises the stan- 
dard of living of its recipients and has 
the same tendency to expand durable 
goods consumption as increased wage 
rates. The objection to unnecessary 
overtime or to high rates for essential 
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overtime is not merely that it increases 
the cost of armament for all of us but 
that it increases disparities among labor, 
and is likely to increase lines of consump- 
tion that use kinds of material and man 
power that should be directed into de- 
fense channels. 


Farm Policy 


N the case of agriculture, the price 

boosts of certain of its politically 
important products do not even have the 
economic justification of shortage. Price 
is supposed to function as a means of 
directing production into needed fields. 
During the depression farm aid could be 
justified on the same grounds as other 
types of relief, since there was no place 
for the high-cost farmer to move to. 
But with the expansion of business activ- 
ity, the shift out of the overproduced 
crops, notably cotton, should be fostered 
rather than impeded. 

The movement of the 1920’s should be 
continued. During that decade farm 
population decreased not only relatively 
but absolutely. Subsidy at a time like 
the present, when maximum consumption 
cannot use current production, will only 
insure continuance of the favored farm- 
ers as permanent pensioners. Repre- 
sentatives of the consumer might fairly 
raise the question at this time as to why 
the much-talked of “parity” for the 
farmer should be that point in the his- 
tory of farm prices (save World War 1) 
when prices were most favorable to the 
farmer; why the benefits of farm mech- 
anization and scientific methods should 
not be passed along to consumers as in 
other fields, and why the fringe of high- 
cost producers should be encouraged to 
become a permanent part of the picture. 

Another aspect of these additions to 
the income of both labor and agricul- 
ture is that they go almost at once one 
hundred per cent into demand for con- 
sumers’ goods and services. In contrast, 
the increased income for both corpora- 
tions and wealthy individuals can be and 
is being absorbed in large measure by 
taxation. The bulk of consumption is 
by persons in the middle and low in-- 
come groups. Incomes below $5000 are 
estimated to represent 80 per cent of 
the total income and have bought about 
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90 per cent of the goods consumed in the 
country but have borne only about 5 
per cent of the income tax. 


Inflation Guaranteed 


NFORTUNATELY, the present na- 
tional budget cannot be financed by 


even complete confiscation of all of the 


incomes of the well-to-do. To go to the 
other extreme and encourage the expan- 
sion of consumer incomes in a manner 
that brings them into increased com- 
petition with armament production for 
certain types of manufacturing capacity 
is virtually to insure so much inflation 
of prices. The experience of 1937, when 
a Soldiers’ Bonus was added to moderate 
business recovery, suggests the poten- 
tialities of the huge Federal expendi- 
tures that are to come. 


In passing it might be noted that to 
expand greatly the steel industry might 
permit a larger satisfaction of consumer 
demands but would also impede the de- 
fense program by absorbing skilled lab- 


or both to build the additional facilities . 


and in the production of finished arti- 
cles subsequently. Continued expansion 
of armament production plants may alter 
the situation, but there is at present lit- 
tle question as to the adequacy of the 
steel industry, save for special minor 
types, to meet purely war needs. The 
problem is one of whether steel shall 


SAN FRANCISCO 


be made available for ordinary and per- 
haps extraordinary consumer needs. * 
The enlargement of plant to permit not 
merely “consumption as usual’ but con- 
sumption swollen by war spending, while 
at the same time trying to supply the 
munitions and machines of war, is a 
splendid way to create overexpansion of 
plant and equipment of the sort that 
typically leads to a resounding crash as 
the aftermath. An appreciation of the 
mechanism of business fluctuations is 
supposed to be more common than for- 
merly. If so, the Administration should 
be aware of the imperative need for some 
plan of postponed spending, presumably 
compulsory, to cushion the postwar read- 
justment. 

If the Government chooses that labor 
and agriculture shall take advantage of 
the present situation to exact “excess 
profits,” the resulting competition for 
goods, particularly in the bottleneck 
fields, will be likely to produce price in- 
flation that will squeeze other consumers, 
who will be mostly wage-earners, so that 
no net gain will accrue to the group. 
Compulsory deferred spending along the 
line suggested by Keynes, apparently 
about to be adopted by the British, 
would be decidedly advantageous to all. 

The argument for such deferment 
would be especially applicable in the case 
of those labor groups who are being 
granted above-normal wage rates or en- 
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joy overtime in situations involving pro- 
duction of war goods. These extra pay- 
ments could be justified, like the above- 
average return sought by capital, as 
compensation for the risk of subsequent 
unemployment. But if the recipient is 
allowed to spend the “risk-money” cur- 
rently, he not only impedes the defense 
program and contributes to inflation, 
but will probably ask the taxpayer to pay 
him a second time in the form of unem- 
ployment benefits when he does suffer 
later. 


The Hard Way Is Never Popular 


N concluding, it appears to me that 

discussions of inflationary prospects 
have placed excessive emphasis upon the 
effect of current tendencies on produc- 
tion costs and their effect on prices, or 
upon the abstractions of war finance and 
banking. More attention should be de- 
voted to the effect of current develop- 
ments upon the demand for goods, where 
the subject comes closer home to the ma- 
jority of the people. Surpluses and ex- 
cess capacity in such fields as farm pro- 
ducts should make rising prices unnec- 
essary in many cases. Where the call 
is for manufactured products that re- 
quire raw materials, such as steel and 
aluminum, and skilled labor of the type 
found in the automobile industry, the 
situation is radically different. 

“Excess profits” for labor and agri- 
culture are likely to be little affected by 
taxation and are likely to spell a prob- 
lem that will make price control measures 
abortive. To study and treat the prob- 
lems of these factors with anything ap- 
proaching the vigor and realism that 
“business” receives is to invite unpop- 
ularity. But inflation has invariably fol- 
lowed from a choice of the primrose path 
rather than the unpleasant alternatives 
of adequate taxation and restraint upon 
prices and consumption. 


Henderson Succeeds Schram 


“With the approval of the President,” 
Jesse Jones, Federal Loan Administrator, 
announced recently the selection of Charles 
B. Henderson as chairman of the Recon- 
struction Finance Corporation to succeed 
Emil Schram, who resigned to become pres- 
ident of the New York Stock Exchange. 
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Canada’s Labor Wage Policy 


“Your Government desires to avoid 
the vicious spiral of inflation. To do so 
it is curbing price increases; rents are 
controlled; profits are restricted and 
highly taxed. But this is not enough. 

“The effect of these controls would be 
offset if no control were placed on basic 
wages. The unregulated race between 
wages and cost of living would produce 
an inflation harmful to all Canadians— 
except the profiteer—while it lasted, and 
disastrous in its aftermath. 

“In place of any increase in basic wage 
rates, which would thereby increase 
prices and which workers are asked to 
forego, your Government has provided 
by Order in Council 7440 that a cost of 
living bonus be paid to protect the work- 
ers against price increases in basic nec- 
essities. 

“This bonus is not a wage increase. 
It rises and falls automatically with liv- 
ing costs. It provides 25 cents per week 
for each rise of one point in the cost of 
living except where juvenile or female 
workers earn less than 50 cents per hour 
in which event they receive 1 per cent 
of their basic wage rate. 

“This order has the following advan- 
tages: 

1—In relating bonuses to cost of living 

it checks the race between wages and 
prices. 

2—Being on a flat rate basis it favours 

the lower paid workers. 

38—It enables both employer and em- 

ployee to determine the amount of 
the bonus payable. It so removes one 
cause of labour friction. It makes 
for industrial stability in this time 
of war. 

4—It is the fairest possible plan for the 

worker, the employes and the tax- 
payer that has yet been devised. 

“As this order is applied and both em- 
ployers and employees observe it in the 
spirit and in the letter its beneficial 
effects will become increasingly appar- 
ent. It will, too, contribute to an ever 
increasing production of the tools of 
war.” 

N. A. McLARTY, 

Minister of Labour of the Dominion of 

Canada. Issued from Ottawa, July 7, 

1941. 
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RESOURCES 


CASH AND DUE FROM BANKS... . o 2 « « « MINDS 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . . i * * 0 1 Se le 


STATE AND MUNICIPAL Saittienes Sie ea a 122,867,035.34 
Stock OF FEDERAL RESERVE BANK. ...... 6,016,200.00 
OTHER SECURITIES .. . i 163,109,750.33 
Loans, DIscOUNTs AND Basxens’ Aceurenntns —_ 773,392 ,278.82 
eee ee es ee 38,408,355.36 
Ges Tee TO kk eo oe we Se 7,066,325.35 
MoRTGAGES . . . » « + 2 Ge 10,495,534.00 
CUSTOMERS’ ficcucanee Laseneey « & tee eee 9,597 ,216.00 
Ce OG. ct ew ee le te 2 Oe eee 9,978,354.27 


$3 ,889,160,536.66 
LIABILITIES 
CAPITAL FuUNDs: 
CapitaL Stock. . . . . «. « $100,270,000.00 
| emer 
UNDIVIDED PROFITS .... . 37,183,100.35 


$ 237,723,100.35 
DIvIDEND PAYABLE AuGuST 11,1941... ... . 5,180,000.00 
RESERVE FOR CONTINGENCIES. . . . «© + + «© « 10,650,665.72 
RESERVE FOR TAXES, INTEREST, ETC. . . . . s - 1,595,815.64 
DEPOSITS. . . oe e © & © © ee re 
ACCEPTANCES omnes ct it oe 11,454,611.11 


LIABILITY AS ENDORSER ON healed AND FOREIGN ' 
es 4 be eo ae oe ae eee 275,949.59 


oo eee re ae es 6,852,865.84 
$3 ,889,160,536.66 


United States Government and other securities carried at $162,927,930.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Priorities In Capital? 
Control Is On The Way 





A. PHILIP WOOLFSON 
Author of M Day in Banking and Finance 


HE relatively slow progress of the 

Defense Savings Bond campaign and 
the steady expansion of Government fin- 
ancial requirements suggest that mea- 
sures may soon be adopted to restrict the 
volume of non-essential new capital fin- 
ancing. The purpose of such legislation 
would be-twofold: (1) to direct the flow 
of investment funds arising out of cur- 
rent savings into Government channels; 
and (2) to reduce the competition by 
non-essential and less essential industries 
and plants for the available supplies of 
materials, facilities and skilled labor. 
The fact that the volume of new capital 
issues has been at a low level for several 
years affords no ground for real con- 
fidence that stringent capital control mea- 
sures can be avoided in the present emer- 
gency. For the fear that a substantial 
increase in non-essential financing may 
eventuate in a period of defense boom 
optimism, and the possibility of infla- 
tionary repercussions implicit in a cap- 
ital market that is not completely con- 
trolled, suggest that a new Government 
capital control program will in due course 
be formulated as part of our all-out de- 
fense program. 

In time of war or national emergency 
there are two tests which every security 
issue must meet, and the decision of the 
Government, not the desires of the issuer, 
will arbitrarily determine which issues 
meet these tests. The two tests to be 
met—the tests applied in the world war 
period—are: (1) Is the offer timely with 
respect to the financial operations to be 
undertaken by the Government? and (2) 
Are the objects, for which funds are to 
be raised by the sale of securities, com- 
patible with the public interest? In the 
period of capital control in the world 
war period, the application of these tests 
resulted in the rejection of about 30% 
of new issues for which applications were 
received by the control authorities. In 





the present emergency period the appli- 
cation of such tests may serve to post- 
pone indefinitely the prospects for restor- 
ation of the investment banking busi- 
ness. 


Our Previous Experience 


N the world war period mandatory 

capital priorities were not imposed 
until more than a year after our entry 
into the war. Previously more or less 
effective control of new capital financing 
was obtained through a program of vol- 
untary cooperation among the stock ex- 
changes, bankers and Government au- 
thorities. Illustrative of the control pro- 
cedure of the original Capital Issues 
Committee, organized by the Federal 
Reserve Board, was the _ resolution 
adopted by the Committee on April 4, 
1918. In this resolution the Committee 
voted to recommend the postponement 
wherever possible of the issue or public 
offering of securities of every kind dur- 
ing the pending campaign for the Liber- 
ty loan. With the adoption of the pro- 
gram for mandatory capital priorities, 
following the formation of the second 
Capital Issues Committee pursuant to 
the War Finance Corporation Act, the 
control procedure became more stringent. 
This is illustrated in the instructions for 
applicants for new issues promulgated 
by the Committee. They provided that 
in all cases, except for war work, explicit 
reasons had to be given why the proposed 
issue could not be postponed until after 
the war, or why the necessity of the issue 
was greater than the paramount need 
of the national Government to conserve 
the financial resources, materials and 
labor of the country for the prosecution 
of the war. 

There would seem to be two reasons 
why it appears advisable for investment 
bankers to adopt a program for volun- 
tary control of new capital financing and 
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for commercial bankers to restrict the 
volume of non-essential or less essential 
capital loans: (1) the probability that 
the Government’s defense financing re- 
quirements in the period immediately 
ahead will be so large as to absorb all of 
the nation’s free savings and the neces- 
sity of restricting immediately all un- 
necessary competition for such savings; 
and (2) the contribution to be made in 
alleviating the bottlenecks now develop- 
ing in materials, facilities and labor 
because of the huge expansion in the 
requirements of the defense program. 


The British Example 


N discussing the problem at the 1931 

hearings before the War Policies Com- 
mission, Bernard Baruch asked: “What 
is the use of vain talk of drafting dollars 
when dollars can be made to serve every 
purpose of government by regulation of 
their use?” How completely effective 
a program of government regulation can 
be is indicated by the British experience. 
The British Defense Regulations con- 
cerning the control of capital issues sug- 
gest the form of mandatory capital prior- 


ity legislation which may ultimately be 
enacted in this country. They provide 
that: 


“(1) Subject to such exemptions as 
may be granted by order of the Treasury, 
it shall not be lawful, except with the 
consent of the Treasury and in accord- 
ance with such conditions as the Treas- 
ury may impose, to make an issue of 
capital in the United Kingdom, to make, 
in the United Kingdom, any public offer 
of securities for sale, or to renew or 
postpone the date of maturity of any 
security maturing for repayment in the 
United Kingdom. 


“(2) Subject to such exemptions as 
may be granted by order of the Treasury, 
it shall not be lawful to issue any pros- 
pectus or other document offering for 
subscription or publicly offering for sale, 
any securities which does not include a 
statement that the consent of the Treas- 
ury has been obtained to the issue or 
offer of the securities. 

“(3) For the purposes of this Regula- 
tion a person shall be deemed to make 
an issue of capital who— 
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issues any securities 
(whether for cash or other- 
wise), or 

receives any money on loan 
on the terms or in the ex- 
pectation that the loan will 
or may be repaid wholly or 
partly by the issue of any 
securities or by the transfer 
of any securities issued after 
the making of the loan.” 


Substitute United States for United 
Kingdom in the above Regulation, and 
the program for effective curtailment of 
non-essential new capital financing can 
be visualized. The technical problems 
concerned with the registration of essen- 
tial new issues would of course continue 
to be handled by the existing machinery 
of the Securities and Exchange Commis- 
sion. The control of new capital financ- 
ing would probably, however, in this 
country as in Great Britain, be lodged 
with the Treasury. 


Where The Shoe Will Pinch 


HE effect of a program of capital 

priorities would probably be most 
severely felt in new State and municipal 
financing. If the world war experience 
is any criterion, the new financing re- 
quired by the expansion of municipal 
services in areas favorably affected by 
the defense program will be decidedly 
limited, while the volume of new fin- 
ancing that can be postponed for the dur- 
ation of the emergency will be substan- 
tial. The sharp decline in municipal fin- 
ancing in the year 1918, as indicated in 
the foilowing table taken from the Com- 
mercial and Financial Chronicle’s State 
and Municipal Compendium, is sugges- 
tive of what the municipal market may 
expect in a period of capital control. 


Municipal Bond Sales 1915-1918 
(New Issues and Refunding) 


$498,558,000 
457,141,000 
451,278,700 
296,520,400 


Two things should be noted: (1) The 
volume of proposed new financing that 
was directly discouraged before applica- 
tion for approval was made is not to be 
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ignored in appraising the-effect of world 
war capital control; and (2) the greater 
part played by municipals in the new 
capital issues market today as compared 
with the world war period. 

The capital priorities program should 
be considered only a part of the broad 
priorities program whose object is the 
conversion of less essential to more essen- 
tial production and distribution of goods, 
and direction of national savings into 
government channels. For the duration 
of the emergency the effect must be ad- 
verse both for the investment banker 
deprived of new business and for the 
commercial banker who must restrict not 
only the volume of non-essential short 
term credit but also the volume of new 
non-essential term loan business. How- 
ever the very large capital and credit 
requirements of plants either engaged in 
defense business or anxious to convert 
their facilities to defense production 
would seem to offer favorable new bus- 
iness opportunities for both commercial 
and investment bankers—business which 
should not go by default to Government 
financial agencies, financed through the 
sale of direct or guaranteed government 
obligations. 


Credit for Defense 


Banks must be prepared to take up 
Government obligations whenever the 
Treasury is temporarily in need of funds 
over and above tax receipts and sales 
of savings and other bonds to the pub- 
lic. The banks’ role should be that of a 
supplementary reservoir of funds—to be 
available when needed. It is the Gov- 
ernment’s present policy, in view of the 
large volume of deposits available for 
investment, to avoid selling securities to 
banks as much as possible. But as shock 
absorbers and temporary sources of 
funds for regularizing the flow of in- 
come into the Treasury the banks have 
an important function to perform. It is 
an easy one, but involves a feature that 
is not always observed by the banks; 
they must aot trade in Government bonds 
for an advance, they must not buy on a 
rise and seli’on a decline, they must not 
speculate in the credit of the Govern- 


THE WASHINGTON 
LOAN AND TRUST 
COMPANY 


WASHINGTON, D. C. 


Pioneer Trust Company of the Na- 
tion’s Capital, rendering a world- 
wide fiduciary and financial ser- 
vice. 


Member Federal Reserve System and 
Federal Deposit Insurance Corporation 


ment. When banks buy United States 
Government securities, either short-term 
or long-term, they must do so with a 
view to carrying them to maturity—and 
not to dump them at the first sign of - 
alarm. . 

By proper distribution of maturities 
the banks can assure themselves of ade- 
quate liquidity for all their needs, and, 
if the time should ever come when they 
will need funds in excess of maturing 
obligations (and it is hard to visualize 
such an occurrence in the near future) 
the Federal Reserve stands ready to 
make advances to them on their Govern- 
ments at par, and at low rates. Tem- 
porary indebtedness to the Federal Re- 
serve is preferable to dumping Govern- 
ment securities. 

Banks should recognize the need for 
credit regulation in times of an upswing. 
Selective controls are now under con- 
sideration to prevent undue expansion 
of installment credit. Consumers’ pur- 
chases of durable goods on installment 
tend even in normal times to accentuate 
booms and depressions. At this time 
they also tend to increase civilian com- 
petition with the Government for nec- 
essary materials and man power, and 
where direct restrictions have been im- 
posed by the Government they tend to 
contribute to the process of bidding up 
prices. Regulation of this practice, with 
control of down payments and length of 
contracts, will be economically healthful. 

—E. A. Goldenweiser, Director, Divi- 
sion of Research & Statistics, Federal 
Reserve Board, before District Bankers 
Assn. Convention, June 5. 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 


LONDON VICHY PARIS BRUSSELS 


Condensed Statement of Condition, June 30, 1941 
RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 

Due from Banks and Bankers $ 962,197,492.60 
U. S. Government Obligations 1,208,283,442.26 
Public Securities 32,573,919.28 
Stock of the Federal Reserve Bank 7,800,000.00 
Other Securities and Obligations 21,025,667.06 
Loans and Bills Purchased 485,611,110.29 
Credits Granted on Acceptances 4,678,855.82 
Accrued Interest and Accounts Receivable 6,583,259.54 
Real Estate Bonds and Mortgages 1,801,670.96 


2,730,555,417.81 
Bank Buildings 11,094,428.19 
Other Real Estate ; 1,352,661.73 


Total Resources $2,743,002,507.73 


LIABILITIES 


Deposits $2,434,203,362.17 
Checks Outstanding 13,768,933.49 


$2,447,972,295.66 
Acceptances $8,833,390.98 
Less: Own Acceptances Held for Investment 4,154,535.16 


4,678,855.82 


Liability as Endorser on Acceptances and 
91,769.00 


Foreign Bills 

Dividend Payable July 1, 1941 

Items in Transit with Foreign Branches and Net 
Difference in Balances Between Various Offices 
Due to Different Statement Dates of Some 
Foreign Branches 207,683.63 

Miscellaneous Accounts Payable, Accrued Taxes, etc. -............... 9,751,039.86 


2,465,401,643.97 


Total Capital Funds 277,600,863.76 
Total Liabilities $2,743,002,507.73 


Securities carried at $19,266,124.71 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 


This Statement includes the resources and liabilities of London, Liverpool and 


Brussels Branches as of May 31, 1941; Vichy and Paris Branches as of April 30, 
1941; Havre Branch as of March 31, 1941. 


Member Federal Deposit Insurance Corporation 
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Private Endowments and Enterprise 


Their Relationship to a Sound Economy 


J. STEELE GOW, ED.M., L.L.D. 
Director, The Maurice and Laura Falk Foundation, Pittsburgh 


HE industrialization of science into 

mass production has brought with it 
a multitude of problems for our economy. 
Gradually we are “moving in” on them 
due to the efforts of such endowed insti- 
tutions as the Brookings Institution, the 
National Bureau of Economic Research, 
and others supported by endowed foun- 
dations like the Alfred P. Sloan Founda- 
tion, The Falk Foundation, the Twen- 
tieth Century Fund, and a host of others. 
Technological knowledge is still far ahead 
of economic knowledge, but just as en- 
dowments contributed so importantly to 
the advance of technology so will they, 
I am confident, help economics to catch 
up and show us how to live happily with 
technology. 

It is well that in recent years we have 
become acutely conscious of the one- 
third of our population who are “ill- 
housed, ill-clad, ill-nourished” because as 
long as they are in difficulty, democracy 
will not be secure. Endowed social ser- 
vice agencies are giving personalized 
service that is calculated to rehabilitate 
the individual and improve his earning 
power. We are an educated nation and 
an enlightened nation because endowed 
colleges and universities, museums, lab- 
oratories, libraries, art institutions, 
musical organizations, all have added to 
our culture. 

Endowed foundations have had their 
greatest development in America because 
America has afforded men of ability and 
energy the opportunity to acquire the 
means to establish such trusts and be- 
cause it has been an American tradition 
to encourage men of means to feel a 
social responsibility for the wealth they 
possess beyond their personal needs. 

Private enterprise in the United States 
is in some jeopardy. The danger arises 
chiefly from the tendency of government 


From address before the Economic Club of De- 
troit, March 31, 1941. Published with the per- 
mission of Dr. Gow. 


to assume more and more control over the 
economic activities of the nation. About 
a year ago The Brookings Institution 
published a study* which appraised the 
trends in the relation of government to 
our economic life. It pointed out that 
the full import of extensive growth of 
governmental powers in recent years is 
not yet grasped. 

The extent to which government has 
made inroads on private enterprise in 
the recent years of peace gives us reason 
to fear that government’s appetite for 
power may have become so whetted that: 
it will take advantage of the present 
emergency to extend its influence even 
further and to consolidate this larger 
power into the permanent structure of 
government. If this is to be prevented, 
the citizenry of this country must be con- 
stantly on the alert both to guard against 
government’s acquiring any greater au- 
thority than is necessary in the emer- 
gency and to insist that newly acquired 
powers be organized into special com- 
partments, not within the normal frame- 
work of government, where they can be 
readily dismantled at the conclusion of 
the emergency. 


Effect on Endowments 


Now, while this frontal over-all threat 
to economic free enterprise by govern- 
ment threatens the destruction of the 
very sources of private philanthropy in 
general and philanthropic endowments in 
particular, other pressures, from the 
rear, have been diluting these sources. 
On the one hand, our existing philan- 
thropic endowments are finding the earn- 
ing power of their investments so greatly 
reduced, because of restrictions on pri- 
vate enterprise, that many of them are 
mere shadows of their former selves. 
As securities in their portfolios earn 


*“Government and Economic Life,’’ by Lyon, 
Watkins & Abramson. See review in March 1940 
Trusts and Estates 381. 
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less and less, their programs of service 
suffer serious curtailment. And loss of 
earnings from investments means re- 
duced prospects for the establishment of 
new endowments because men of means 
face the task of radically revising their 
wills to care for the needs of their per- 
sonal dependents. 

It is true that we are headed for a 
period of great economic activity, but 
already the signs are clear that it will 
be a false prosperity. David Lawrence 
calls it “a profitless prosperity.” Rest- 
ing on a base which is destructive of 
wealth, the speed-up of economic activity 
which is generated by defense expendi- 
tures can lead only toward a boom which 
will bear within itself the seed of its 
own destruction. 

Unless we have the intelligence to de- 
vise adequate restraints to keep the eco- 
nomic repercussions of our defense pre- 
paredness program within bounds and 
the will to use them, and unless we have 
the foresight and ability to plan now for 
a gradual and orderly change-over to 
normal economic activity as defense ex- 
penditures pass their peak, nothing less 
than cruel punishment is in store for the 
earning power of our national economy. 


Government Philanthropy 


In the relatively short period since 
1916 government has, through taxation, 
slowly but steadily increased its contact 
with the income of the nation until be- 
tween a quarter and a third of the entire 
national income now goes to government 
as taxes and is then paid out by govern- 


ment in one form or another. As the 
present international crisis deepens from 
day to day and the possibility of our 
active participation in the war becomes 
more immediate, the proportion of the 
national income which goes to national 
defense is rising sharply and may well 
encompass more than half of the national 
income in the near future. This trend 
means that government is heading for 
more and more control over the various 
aspects of our life. 

Among other things, it means a grow- 
ing tendency for government to take 
over more and more of the job private 
philanthropy once performed. For ex- 
ample, the government’s expensive at- 
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tempts at pump-priming prosperity in- 
cluded all sorts of educational and social 
projects which were once considered the 
responsibilities of private philanthropy. 
The result has been to persuade potential 
donors to private philanthropies that the 
government means to assume America’s 
philanthropic job. When the individual 
loses that sense of personal responsibil- 
ity, he loses one of the finest interests of 
constructive citizenship. 


What Can We Do? 


Here, in brief, is the task we face, as 
I vision it: 

1. To save the system of private enter- 
prise we must reject the contention that 
the American economy has now reached 
static maturity, requiring an over-all 
management by government. Rather, we 
must take the view that the unsatisfied 
needs of the masses of our people still 
constitute a prime frontier for devel- 
opment through private enterprise and 
we must, therefore, put a premium on all 
policies and practices which would in 
fact develop this opportunity for econ- 
omic growth. 


2. To stem the advances of govern- 
ment against private enterprise, business 
itself must make the welfare of all the 
people, particularly the one third who 
are “ill-housed, ill-clad, ill-nourished,” its 
direct concern. The better it meets this 
obligation, the more the people will look 
to business and the less to government 
for their economic welfare. Re-estab- 
lishment of the public’s confidence in 
business is the surest solvent of exces- 
sive governmental control over business. 


3. Those who enjoy positions of leader- 
ship in our system of private enterprise 
must so manage the system that it will 
yield to America adequate resources for 
military, naval and economic defense. 
In return, public opinion in America will 
defend the free enterprise system from 
attacks by all those who would put it 
further under governmental domination. 


4. Those in positions of leadership in 
our system of private enterprise must 
tap their resourcefulness to plan now for 
such post-war readjustments to peace- 
time conditions as will save our economy 
from collapse. 
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5. In an effort to keep the tax pressure 
within bounds, we must press for rigid 
economy in all non-defense expenditures 
of government. 

6. Notwithstanding the growing diffi- 
culty of making personal gifts to private 
philanthropies of al! sorts, the individ- 
ual citizen, and particularly the man of 
means, must now more than ever give 
generously for the very purpose of keep- 
ing alive the American tradition of pri- 
vate philanthropy. If private philan- 
thropic projects fail, the conversion of 
America from a nation of individualism 
to some form of totalitarianism or col- 
lectivism may well gain a momentum 
beyond our power to stop. 


eee 
Savings Deposits Decline 


Savings deposits in 134 mutual savings 
banks in New York State dropped from 
$5,661,065,283 to $5,627,877,463 during the 
quarter ended June 30, 1941, it was recent- 
ly announced by the Savings Banks Asso- 
ciation of the State of New York. The 
announcement pointed out that this small 
decrease in deposits was not unexpected 
ameng savings bankers, and is the result 
of a number of factors, including with- 
drawal of funds by foreign nationals in 
anticipation of the President’s freezing or- 
der; the transfer of savings funds to De- 
fense Savings Bonds, and the utilization of 
savings to make needed purchases in an- 
ticipation of shortages and higher prices 
in the future. 


a ee 


Bankers Set Pace in Sale 
of Defense Bonds 


Heaping lavish praise on the bankers of 
America for the important role they are 
playing in the sale of the new Defense 
Savings Bonds, Secretary of the Treasury 
Henry Morgenthau, Jr., reporting on the 
first month’s campaign said: “The first 
month’s results could not possibly have been 
so successful if the bankers had not put 
their shoulders to the wheel.” Reporting 
on sales for May, he said that Series E 
Bonds amounted to “almost twice as much 
in May of this year as the sale of the old 
Baby Bonds a year ago.” Total sales for 
all types of bonds amounted to $438,230,000, 
in addition to $3,552,000 in Defense Savings 
Stamps. Series F Bonds sold $45,500,000; 
Series G Bonds $277,800,000. 


THE ONLY BANKING NIGHT SHIFT 
ON THE NIAGARA FRONTIER 


Speeds your collection of 
New York State Cash Items 


@ Our Night Transit service can save your 
bank as much as 24 hours in the presentation 
of cash items throughout New York State! 


We meet all planes and trains up to three in 
the morning. Incoming cash items are sorted 
and re-dispatched to their destinations by the 
fastest possible route. This means presen- 
tation hours in advance of other methods. 


With few exceptions, items arriving prior to 
12:30 A. M. will be presented the next busi- 
ness day in 60 New York State cities and 
towns. Cash items to other parts of the 
country are handled with comparable speed. 


Let us show you how we can bring about a 
worthwhile reduction in float by speeding up 
your presentations and collections in New 
York State. 


MARINE TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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CHARTERED 1853 


United States Crust Company 
of New York 


Statement of Condition June 30, 1941 


RESOURCES 


Cash in Banks $ 83,155,541.84 
Loans 24,727,093.70 
Bills Purchased 9,758,800.00 
United States Treasury Bonds and Notes. —s—- 25, 185,000.00 
Other Bonds 6,640,300.00 
Stock in Federal Reserve Bank 840,000.00 
Bonds and Mortgages 5,878,586.57 
Real Estate 1,900,000.00 
Accrued Interest Receivable 249,163.06 

$158,334,485.17 


LIABILITIES 


$ 2,000,000.00 

26,000,000.00 

Undivided Profits 2,871,511.04 
Deposits 125,898,333.46 
Reserved for Taxes, Interest, Expenses, etc. __. 1,248,593.30 
Unearned Discount 16,047.37 
Dividend Payable July 1, 1941 300,000.00 
$158,334,485.17 


United States Government and other securities carried at $430,000 are pledged to 
secure public deposits and for other purposes required by law. 


TRUSTEES 


WILLIAM M. KINGSLEY, Chairman WILLIAMSON PELL, President 
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FRANCIS T. P. PLIMPTON 
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Cycle or Trend? 


Editorial 


ONGRESS—last check and balance of representative government— 

has taken a stand for private property rights in substituting a greatly 
improved bill for the ill-famed “Property Seizure” bill. The new measure 
limits requisition by the President (or his officers) to military equipment, . 
material and allied supplies including machine tools but exempting pat- 
ents, in place of the umbrella provision of all property, real or personal, 
tangible or intangible. In other ways it places controls on the former 
practically unconditional power of the chief executive to commandeer per- 
sonal or corporate assets as his discretion dictated, and to dispose of it in 
the same manner, with no limit beside his own declaration ending the 
“national emergency.” 

Whether intentionally or not, the effect of the original bill (to which 
no political father laid claim) was to pave the way for state socialism, and 
leave individual ownership or control as a pretty hollow legal shell. Of 
course there are those who point out that no such declaration has been 
made, or is intended. By the same method of mis-reasoning it can be 
said that Germany and Japan are not engaged in making war. It is not 
the purpose here to argue whether we are being consciously led in that 
direction—the results are what count, and this is but the latest of several 
indications toward that end. The action of the Senate Military Affairs 
Committee shows a fear of this, and it will be significant to see how Con- 
gress as a whole interprets the public pulse and the administration’s 
demands. 


HE lack of unity of public and business confidence in the govern- 

ment’s objectives has its counterpart in the government itself. It 
would be most unfortunate if we felt that we have to fight the war against 
totalitarianism on two fronts—abroad and at home. Would it not be 
better, for example, that the government concentrate on informing the 
public and following an informed opinion than in trying to lead it against 
divided belief in the dangers of the war? Not words but actions which 
will reassure producers and savers that their efforts will gain them rea- 
sonable security are necessary for defense or domestic tranquillity. To 
provide the “sinews of war” need we hold such a club as the original 
Seizure bill over corporate heads? And should we finance defense from 
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only one group and exempt those who benefit materially? Can we com- 
bine class legislation with classless unity? 


One thing seems certain: cyclical movements being the measure of 
human readjustment and extremes bringing on their own destruction, we 
shall know them still, but that these cycles are on a changing basis or 
trend—at least for the period of the war and post-war adjustment—seems 
equally agreed. 


There are still many old-guarders who profess to see the bogey-man 
in every move of the New Deal party, and would have us believe it is all 
one diabolic scheme in the common international pattern, or that there 
is no alternative to the trend to concentration of power in the State. Only 
history will tell whether this viewpoint is more inane than that of the 
“eycle” disciples who claim that everything corrects itself without human 
assistance. What happens when too much weight gets on one side of a 
rowboat can happen to the Ship of State. 


Joint Bar - Trust Commissions 


NE of the finest opportunities for 
promoting the mutual welfare of 
attorneys, trust officers—and their cli- 
ents or prospects—lies within their own 
grasp, and has, in fact, been successful- 
ly realized in some measure in several 
States. It involves the creation of joint 
committees of estate lawyers and trust 
men for the modernization and simpli- 
fication of fiduciary law. Harsh enough 
in normal times, the recent acceleration 
of changes in tax and administrative law 
and the avalanche of governmental rul- 
ings, decrees, statutes and resulting 
court re-interpretations has often turned 
gross profit into net loss for professional 
fiduciaries, with little if any correspond- 
ing gain for beneficiaries. As the cost 
of legal protection or remedy increases, 
trusteeship threatens to become too rich 
a luxury for the moderate estate. This 
affects the able lawyer and trust com- 
pany alike, for there is a Gresham’s law 
of inheritance just as there is of money, 
that cheaper substitutes will be found 
which may do irreparable damage to 
estate beneficiaries in the long run. 
Then, too, these are days when popu- 
lar approbation is the sine qua non; law- 
yers and banks have a long way yet to 
go in regaining public confidence. Sin- 


cere efforts on their part to make the 
road easier for the estate builders of 
this nation will go far not only to restore 
their own prestige but also to encourage 
and assist that group of citizens on 
whom the preservation of the American 
system of industry and thrift depends. 


The recent report of a Pennsylvania 
Bar Association committee, recommend- 
ing appointment of a commission for the 
study of the law of decedents’ estates and 
trusts, is the latest indication of the pos- 
sibilities for work in the common sphere 
of corporate fiduciaries and attorneys. 
North Carolina’s experience with such 
a joint commission is a worthy precedent 
here. This is one field in which cooper- 
ative action and study would place legal 
and trust men in the position of public 
benefactors, and substitute constructive 
for critical relations between the two. 


PHERES in which _ collaboration 

might well take place, through such 
joint commissions, include: trust invest- 
ment powers, estate taxation, and pro- 
bate law and procedure. In the latter 
field, Denver has provided a fine prece- 
dent and much could be done in simplify- 
ing court accounting and procedure. 
Surely the question of modernized legal 
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lists or substitution of the “Massachus- 
etts Rule” deserves the consideration of 
the best legal and administrative minds, 
and a Bar-Trust Company Commission 
to study effects of estate taxes on the 
national economy would be a public ser- 
vice of the first order. 

The Trust Research Weeks which have 
been conducted in over a score of cities 
have indicated many fields of common 
interest, and have set the stage for co- 
operation not only of estate attorneys 
and trust men but also of life under- 
writers, professors of trust law, and 
judges of probate, who could make in- 
valuable contribution to certain studies. 
Separate committees, working independ- 
ently and usually spasmodically, may be 
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adequate for minor and local issues, but 
are quite inadequate for such fundamen- 
tal problems as the codification of trust 
law and application of certain uniform 
laws between States to resolve, for ex- 
ample, the problem of principal and in- 
come classification or multiple domicile. 

The “Dead Hand” of legal red tape, 
resulting from the piling up of case law 
on top of antiquated and uncorrelated 
statute law and custom, is strangling es- 
tates and making the cost of dying al- 
most prohibitive. If fiduciary business 
is to be healthy, profitable and useful to 
capitalistic society, it must be freed from 
these encumbrances by intelligent sim- 
plification and streamlining of intra- and 
inter-state law. 


Temporary Over-Stimulus 


Much more could be said about these 
three “M’s” but the fact remains that we 
must take a long-range point of view as 
well as the short-range point of view in 
‘developing ways and means of overcoming 
these temporary inadequacies. It is the 
earnest wish of all to avoid the tremendous 
‘dislocation of business after the war effort 
is over. We are not anxious to resume a 
pump-priming program to take up the slack 
in the; post-war period. Yet plans are be- 
ing made for such an emergency. Senator 
Wagner of New York has on his agenda a 
bill asking for a $100,000,000 appropriation 
for the P. W. A. This administrative body, 
through the study of needs for bridges, 
‘sewers, schools, etc., would draw up a pro- 
gram of public works which would become 
operative when the emergency needs pass 
and reflect themselves in reduction of work 
and employment. It would seem, there- 
fore, that pump-priming may still be a fac- 
tor in the next depression. If we wish to 
reduce such government efforts to a mini- 
mum, then it becomes obvious that we, as 
consumers, must relieve the pressure on 
the productive capacity, materials, and men, 
‘and reduce our wants to a minimum. 


The economic effects of our defense pro- 
gram may be felt in a very severe depres- 
‘sion unless we, the citizens, here and now, 
think not merely in terms of the present 
emergency but also of the state of demand 
that may exist when the emergency is over. 
Should we build up a tremendous capacity 
‘for production which may be wholly in ex- 
«cess of normal needs when the emergency 


passes? Should we suggest that labor aug- 
ment now, on a large scale, its supply only 
to find that it is redundant when the war is 
over? Should we, as consumers, assume 
that our increased income is a sign of pros- 
perity and hence assume a policy of “eat, 
drink and be merry” only to find, when the 
emergency passes, that not only is the gov- 
ernment in debt but that its citizens like- 
wise are in debt? How much better, there- 
fore, to try and meet this very urgent, 
though temporary, emergency now by reduc- 
ing the pressure on our productive capaci- 
ties through a diminution of consumption 
demands and at the same time increasing 
our productive efforts through a 100 per 
cent utilization of plant, brains and brawn. 


The savings banker must realize that he 
has tremendous competition in his field, both 
in seeking depositors and in seeking invest- 
ments. Government and private agencies 
all bid for funds and enter the investment 
market. The immediate conditions may 
seem bullish, but time should show that 
there has been a temporary inadequacy of 
men, materials and machines. Sound finan- 
cial policies require that no unnecessary 
stimulus be given to aggravate the condi- 
tions when the emergency ceases. Bankers 
got their fingers burned in the last depres- 
sion; let us hope that they will refuse to 
play with fire this time. 


Dean William G. Sutcliffe, Boston Uni- 
versity College of Business Administra- 
tion, before New Hampshire Bankers and 
Savings Bank Assns., June 1941. 





179 Receive Graduate School of 
Banking Diplomas 


Commencement exercises were held last 
month at Rutgers University, New Bruns- 
wick, N. J., for 179 members of The Grad- 
uate School of Banking, educational arm 
of the American Bankers Association. The 
graduates of the class of 1941 are execu- 
tives of banks located in 31 states. They 
were awarded their diplomas for three 
years of attendance at the Graduate School’s 
summer session at Rutgers, two years of 
extension study, and preparation of theses 
on specialized phases of banking and finance. 
Diplomas were awarded by Dr. Lewis E. 
Pierson, Honorary Chairman of the Irving 
Trust Company, New York, and chairman 
of the School’s Board of Regents. 

Of the 644 students in the School this 
year, 134 majored in trust work. This 
number was exceeded only by the commer- 
cial banking majors who totaled 365. Other 
majors were: Investments, 86 and Savings 
59. 

Trust majors in the graduating class are 
shown below. 
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Cost of Living Follows World 
War Trend 


The cost of living in the United States 
is following much the same course in the 
present war as in the comparable periods of 
the 1914-18 war, according to a recent 
study of the Division of Industrial Econom- 
ics of the National Industrial Conference 
Board. This trend, the survey points out, 
is upward. In the United States, living 
costs have risen very moderately in 1940 
and 1941 as in the early years of the 
World War, with really phenomenal ad- 
vances of the 1914-’18 conflict occurring 
near the end of the war and reaching their 
peaks in early post-war years. Living costs 
in this country were virtually stationary in 
the first years of the 1914-18 war and in 
the first year of the present war they were 
up 2%. As of May this year they were 
about 4% higher than in August, 1939. At 
the end of the first two years of the World 
War, living costs in the United States were 
up about 7%. They continued to rise until 
June 1920, when they reached a level 101% 
above the July 1914 point. 
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CURRENT EVENTS 


Preview of 
Pacific Coast and Rocky Mountain States Trust Conference 


« EETING Today’s Challenge” is 

the theme of the program for 
the Nineteenth Regional Trust Confer- 
ence of the Pacific Coast and Rocky 
Mountain States to be held in Seattle, 
Washington, August 6, 7, and 8, under 
the auspices of the Trust Division of 
the American Bankers Association, ac- 
cording to the program announced by 
Carl W. Fenninger, president of the 
Trust Division and vice president of the 
Provident Trust Company of Philadel- 
phia. 

The Corporate Fiduciaries Associa- 
tion of Washington and the Seattle As- 
sociation of Trust Men will act as hosts 
to this conference. Robert W. Sprague, 
vice president and trust officer, The 
National Bank of Commerce of Seattle, 
is general chairman of the conference. 

Governor Charles A. Sprague of Ore- 
gon will be guest speaker at the annual 
banquet on the first evening of the 
conference. 


Wednesday, 10:00 A. M. 


Greetings from the Corporate Fidu- 
ciaries Association of Washington. W. 
G. Bieri, president, Corporate Fiduciar- 
ies Association of Washington, and 
trust officer, Washington Trust Com- 
pany, Spokane. 

Adapting Trust Service to New De- 
mands. Mr. Fenninger. 

Public Relations and Social Respon- 
sibilities of Trust Service. Towner 
Phelan, vice president, St. Louis Union 
Trust Company, St. Louis. 


Wednesday, 2:00 P. M. 


Events in Washington and Current 
Legislative Trends. D. J. Needham, 
general counsel, American Bankers 
Association, Washington, D. C. 

The Family and the Trustee. Mrs. 
Bruce Blake, Olympia, Washington. 

Estate Planning in the Light of Pre- 
sent-Day Problems. Merritt H. Per- 
kins, assistant trust officer, The Color- 
ado National Bank, Denver. 


Thursday, 9:30 A. M. 


Hazards in Yielding to Wishes of 
Trustors and Beneficiaries in Manage- 
ment of Trust Assets. Ralph H. Spotts, 
associate counsel, Title Insurance & 
Trust Company, Los Angeles. 

Investment Symposium. C. Alison 
Scully, vice president, Bank of the Man- 
hattan Company, New York City, leader. 
Robert S. Drew, vice president Contin- 
ental Illinois National Bank and Trust 
Company, Chicago; W. F. Gabriel, vice 
president Wells Fargo Bank and Union 
Trust Company, San Francisco; and 
Benson L. Smith, vice president, Cali- 
fornia Trust Company, Los Angeles. 


Friday, 9:30 A. M. 


Contribution of Trust Service to the 
Public Welfare. L. E.. Birdzell, vice 
president and senior trust officer, Bank 
of America National Trust and Savings 
Association, San Francisco. 

New Business Forum. “What We 
Are Doing in Our Institution to Get 
New Business.” Don R. Cameron, trust 
officer, Union Bank & Trust Company 
of Los Angeles, leader.. 


Friday, 2:00 P. M. 


Question Box Period. Presiding, 
Samuel C. Waugh, executive vice presi- 
dent and trust officer, The First Trust 
Company, Lincoln, Nebraska, and for- 
mer president of the Trust Division, 
American Bankers Association. 


Panel 
Investments—Mr. Drew. 


Taxation—H. M. Bardt, vice presi- 
dent and trust officer, Bank of Amer- 
ica, Los Angeles. 


New Business—Mr. Phelan. 


Legal—Alfred J. Schweppe, Former 
Dean, University of Washington Law 
School, and member of the firm of 
McMicken, Rupp & Schweppe, Attor- 
neys- at Law. 
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BROOKLYN TRUST 


NEW YORK OFFICE: 


177 Montague hime 
Brooklyn, N. Y. 


26 Broad Street 
New York, N. Y. 


Summary of Statement at the Close of Business, 


June 30, 1941 
RESOURCES 


Cash on Hand and due from Federal 
Reserve Bank and Other Banks 

U. S. Government Securities 

State and Municipal Bonds 

Other Securities . 

Call Loans and Bankers Acceptances | 

Demand Loans Secured by Collateral , 

Time Loans Secured by Collateral 

Bills Purchased . 


Loans on Bonds and Mortgages , 
Bank Buildings . 

Other Real Estate . 

Customers’ Liability on Acceptances . 
Other Resources . 


LIABILITIES 


Capital 

Surplus. 

Undivided Profits 

Reserves 

Deposits . . 

Dividend Payable July ‘L, 1941 _ 

Outstanding Acceptances 

Other Liabilities, Reserve for Taxes 
Etc. ; eh ae ee 


$ 53,014,275.10 
45,839,599.26 
5,836,827.68 
5,789,090.41 
5,236,329.37 
7 662,491.89 
1,985,914.09 
17,510,001.15 
1,923,796.32 
4,999,148.04 
412,533.98 
28,886.79 
595,050.49 


$150,833,944.57 


$ 8,200,000.00 
4,550,000.00 
1,412,889.47 
1,281,560.47 
134,713,619.48 
164,000.00 
30,098.99 


481,776.16 


$150,833,944.57 


As required by law, United States Government and State and Municipal Bonds carried 
at $3,530,717.38 are pledged to secure public deposits and for other purposes. 


One of the Oldest Trust Companies in the United States 


MEMBER FEDERAL RESERVE SYSTEM AND FEDERAL DEPOSIT INSURANCE CORPORATION 





Wife Trouble and a Big Binge 


FRANKLIN B. KIRKBRIDE 


GREAT fat vol- 

ume summarizes 

the literature on psy- 

cho-somatic relation- 

ships which has ap- 

peared during the re- 

cent past. The rela- 

tionship of body, mind 

and spirit has fascin- 

ated the philosopher, 

the physician and the 

priest from the speculative standpoint. 

The rest of humanity has had, maybe, 

a more realistic approach to problems 

of that hazy borderland where mater- 

ial and immaterial meet, mingle, mix, 

react, separate and interplay—constant 

change normal — quiescent only in 
death. 

I once, from across the street, saw a 

man knock a woman down. She wore 


glasses and his blow between the eyes 


shattered them as well as laying her 
low. A passer-by promptly knocked the 
man down and before he could say 
“Jack Robinson” both man and woman 
were on their feet, attacking him. It 
had evidently been a private fight, al- 
though the good Samaritan had failed 
to realize it. Is not the moral “mind 
your own business’? 

I had sought in vain to get action 
from a member of the bar. The client 
he represented had chided me for in- 
activity. After long delay the lawyer 
appeared, full of apologies, “wife trou- 
ble and a big binge” the cause of his 
recalcitrance, his client and I blame- 
less. These are two striking instances 
of action and reaction, of the effect of 
mind on matter, of the interplay of emo- 
tions and the resulting physical mani- 
festations. 


HE trustee whether old fashioned 
or new fangled is called on con- 
stantly to handle problems, the signifi- 
cance of which cannot be plumbed un- 
less intangible approaches as well as 
material facts are given due consider- 


ation. Where is the dividing line be- 
tween normal and abnormal, between 
right and wrong? How wide is the 
hazy hinterland of conflicting emotions 
which complicates the picture, crossing 
wires and stirring up rancors that ob- 
scure what was at the start maybe a 
tiny division of interest that could have 
been settled easily had not anger, su- 
perimposed on greed, been given a 
chance to becloud and magnify the is- 
sue? 

The trustee must indeed be all things 
unto all men and the point I want to 
drive home is the necessity of a wise 
and sympathetic viewpoint for him who 
would prove a success in handling the 
business affairs and human problems 
of others. Fiduciary relationships are 
sterile if the trust officer is obsessed by 
fear of surcharge by some ill-tempered 
surrogate, if cost of the account to the 
trust company is his primary concern, 
if either life tenant or remainderman 
obsess his thoughts. It may not be easy 
to balance the scales of justice nicely, 
to be generous in the face of ugly facts, 
to be wise when conflicting interests 
make pleasing all an impossibility. 

I know no better curb, no better 
training for a quick tongue or unruly 
temper than to have to listen to com- 
plaints, importunities, nonsense, and to 
survey the scene with a conviction that 
behind bluster, tears and anger, some- 
where hidden among the rocks of dis- 
cord is a grain of truth, that gives the 
clue to proper action. It is a wonder- 
ful thing, to learn how to say no as if 
conferring a favor, to grant a request 
with no show of feeling that will de- 
tract from the full measure of joy that 
goes with acquiescence. 

The trustee who, as a result of 
straightforward dealing with his clients, 
gets a reputation for being just, is on 
solid ground and can act fearlessly no 
matter what the issue. How often per- 
tinent facts fail to come to the surface. 
What patience, what wisdom are needed 
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if hidden values are to be uncovered and 
if the philosophy behind apparently un- 
related viewpoints and actions is to be 
understood. 


ALE Carnegie’s admonitions are 

doubtless of real value to the soda 
jerker, increase his sales, make him 
alert in serving his expectant customers. 
Being all things unto all men may and 
undoubtedly does increase the trickle of 
nickels and dimes into the cash drawer. 
Is it always of corresponding value to 
the digestive processes or peace of mind 
of the customers? 


The value of the confessional is a 
moot subject for which no specific and 
all inclusive answer can be given. Did 
my legal acquaintance add to his stature 
as a man and to his reputation as a dis- 
ciple of Blackstone by his frankness? 
Wife trouble may have been unavoidable, 
was the big binge a necessary corollary 
and public knowledge of a domestic 
tragedy a necessity? A sense of pro- 
portion, a realization of time and place, 
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when it is fitting to lift the cauldron’s 
lid, is part, a very necessary part of the 
background and training of him who 
would be the confidant and adviser of 
perplexed minds seeking the truth and 
the solution of problems with which they 
are not equipped to cope. I doubt if the 
trust officer who insisted that a wooden 
piano leg stirred in him emotions as soul 
satisfying as those aroused by a well- 
turned ankle was equipped for his duties 
as well as the bank president who put 
his desk and chair by the main entrance 
of his establishment, so that anybody 
could reach him, so that his smile, his 
nod, his greeting handshake might be 
available to all who pased his way. 


N the words of Terence, humani nihil 

a me alienum puto, overflowing sym- 
pathy for every human concern, knowl- 
edge, and experience must be the back- 
ground of aptitudes and skills that pull 
the client to the desk of him who, even 
more than priest and physician, is sought 
out to act as arbitrator, guide, adviser, 
friend. There is a peculiarly close rela- 
tionship between the concerns of heart 
and emotion and the material background 
of life which can only be judged aright 
from a detached viewpoint, free of en- 
tanglement and with a clear perspective. 


Fiduciary banking, the trust depart- 
ments of banks and trust companies 
may be tied down by the provisions of 
wills, deeds of trust, mortgages and 
other yardsticks limiting and defining 
action, but through the wisdom and ex- 
perience of their officers new life and a 
human sympathy are injected into the 
provisions stated in legal language for 
the sake of statutory conformance. 


It is sometimes difficult to make a 
beneficiary realize why an executor or 
trustee has a duty that transcends in 
importance the immediate necessities of 
life tenant or remainderman. It is a 
test of skill and proof of understanding 
of human nature as well as law to be 
able to hold the confidence of the bene- 
ficiary under such circumstances. Trust 
officers are doing just this very day of 
their business lives—are justifying the 
fundamental value of their profession. 
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New Business Column 


‘éé PPOINT a Bank? I should say 
not.” If the average trust officer, 
or trust solicitor, could walk into the of- 
fice of an individual of means and sit 
down on a “man to man” basis, instead of 
being “the banker,” he would probably 
hear some startling tales. But unfor- 
tunately, or maybe fortunately, the aver- 
age customer of the bank will not tell 
his banker some of the things he tells 
others. Many are the reasons, of course. 
If a Will appointment is sought, the 
trust solicitor may be told that consid- 
eration will be given to such action. The 
customer knows that the solicitor will 
report to his vice-president that Mr. X 
was very sympathetic and will probably 
appoint the bank later on. But Mr. X 
had no such idea. He wants to keep in 
the good graces of his bank, but to his 
social and business associates he is frank 
to the point of bluntness. “Did you hear 
that the X Bank crucified the estate of 
Joe Brown?” And so it goes. It mat- 
ters not that the story is about some 
other bank—for in the trust business 
“the sins of one are the sins of all.” 
The point to be made here is that, on 
the whole, banks are somewhat ignorant 
of what their customers are saying (to 
others) about their trust departments. 
We all know that most of these stories 
that pass from mouth to mouth are bad- 
ly twisted fables, seldom, if ever, sup- 
ported by the facts of the case. But 
that is no deterrent — “a good story 
should never be spoiled.” Because voices 


are lowered when the banker hoves into 
sight, he does not know the size to which 
this snowball has grown, — especially 
since 1929. It has by no means melted 
as some bankers like to think. 

Trust men must explode these “myths” 
by direct immediate attack. A “war of 
movement” is called for. The accurate 
story must be used to combat the “gos- 
sip” story; the story of the Corporate 
Fiduciary in action, spread to the four 
winds. Trust departments must adver- 
tise for themselves, and do it quickly and 
consistently. Let the public see “the 
record.” Tell what corporate trust ser- 
vice can do and what it cannot do. The 
public must be re-educated on the trust 
business, from the ground up. Adver- 
tising does pay! But the advertiser must 
control the advertising. 


* * * 


THE QUOTA IDEA 


OME dislike quotas—but we know 

that they have produced results. The 
idea is successfully used by the sales 
divisions of all sorts of industries, fin- 
ancial houses, and charitable organiza- 
tions. So why not by the trust new bus- 
iness department? 

Apply the idea to the solicitation of 
Will appointments. Admittedly, those 
closest to the wealthy depositors of the 
bank are the banking department offi- 
cers who handle the accounts—main of- 
fice and branches. If anyone can in- 
fluence a customer to appoint the bank 
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under his will, it can best be done by 
the banking department officer. But his 
job is to handle his regular banking 
department duties. Seldom does he get 
up to the trust department—which to 
him is like some outside business. So in 
order to enlist his support for the trust 
department he must actively realize that 
he is working for the bank as a whole, 
not just one department. 


The one who can most effectively cre- 
ate this realization is the President. 
Suppose the President calls an officers’ 
meeting to announce that during the com- 
ing year he wants 200 new will appoint- 
ments produced for the bank. (And he 
will not take “no” for an answer.) There 
is only one sure way of getting them. 
That number of wills is divided by the 
number of officers in the bank and each 
one is given a definite quota of produc- 
tion. If the bank has 50 officers or con- 
tact men, this means that each one must 
produce only new will appointment every 
three months. Not such a job, is it? 
Especially as the officer has the coopera- 
tion and assistance of the trust new 
business man. 


In applying this quota system it is 
probable that one officer should be given 
a higher quota than another, due to the 
fact that he handles a larger number of 


qualifying customers. This could be ad- 
justed by a quota committee, whose job 
it would be to allocate fair quotas for 
each officer. 


But to make this plan click it must 
originate in the proper place and have 
adequate impetus. This must be sup- 
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plied by the President—who should also 
set the pace by “over-subscribing” his 
own quota. Participation by Directors 
would lend further strength and profit. 
Some one should be given the job of 
keeping quota and production records and 
issuing a monthly report showing the 
standings of each officer by percentage 
of quota attained. Such reports should 
be signed by the President. 

If properly conducted, this Quota Plan 
should result in literally “running the 
feet” off the trust new business man. 
His calling card might eventually say 
“consultation by appointment, only.” 
The banking department officer will 
“warm up” the customers generally, and 
the trust man will supply the clincher 
through information and follow up. 


“TIMELY” ADS 


N these days of time pressure, caused 

by increased business activity through 
the defense program, a recent advertise- 
ment of the Equitable Trust Company of 
Wilmington, Delaware, is very much in 
point and should strike home. Atten- 
tion is focused by the advertisement on 
the Living Trust as a mechanism that 
can result in “Saving time twice.” One 
is today, through relief from manage- 
ment duties, and again at decease, 
through non-interruption of estate ad- 
ministration ... 

Vacation days are here. To conserva- 
tors of wealth this implies non-availabil- 
ity of the estate owner for purposes of 
managing his property and of making 
necessary adjustments in his estate and 
Will plans. Many banks are directing 
the attention of their customers to the 
advisability of leaving their affairs in 
sound condition before leaving on well 
earned holidays. One of the most effec- 
tive and attractive notices on this sub- 
ject that has come to our attention is a 
pamphlet published by the California 
Trust Company of Los Angeles. Timing 
again comes to the fore-front... 

Speaking of timeliness the Fort Worth 
National Bank of Texas does an excellent 
job in its new series of trust pamph- 
lets by playing up the themes of “Free- 
dom” and “Liberty.” “Liberty to En- 
joy Life” and “Freedom from Worry’”— 
through Living Trusts. 





THE TRUST MARKET 


Trends in the Nation’s Income 


The District of Columbia, Connecticut, 
New York, Delaware and Nevada, in 
that order, received the largest per cap- 
ita income in 1940, with averages rang- 
ing from $1,179 to $771. These figures 
are from a study of national income by 
States and regions recently made by the 
Division of Industrial Economics of The 
Conference Board. Only the District of 
Columbia and three Southern States — 
Virginia, South Carolina and Louisiana 
—exceeded their 1929 per capita incomes 
last year. 


The Board’s survey showed that per 
capita income for the four leading States 
was: Connecticut, $818; New York, 
$816; Delaware, $780; and Nevada, 
$771. Mississippi received the smallest 
per capita income, $198, as compared 
with $129 in 1933 and $269 in 1929. 


The Middle Atlantic States of New 
York, New Jersey and Pennsylvania 
ranked first on a regional basis, their 
incomes last year averaging $717 per 
person, and totaling 19.7 billion dollars, 
27.5 per cent of the country’s entire in- 
come. 


In absolute terms, New York’s share 
continues to be greater than any other 
State, amounting to $11 billion of the 
country’s total real income of $72 billion. 
The States next in order are Pennsyl- 
vania, which received about $5.9 billion; 


Striking a new and un- 
usual note in public rela- 
tions, the Equitable Trust 
Company of Baltimore, 
announces the opening of 
an 18th century Colonial 
Counting Room. This 
room, completely recap- 
turing the romance and 
charm of pre-Revolution- 
ary days, will be used as 
a place for members of the 
Equitable organization to 
meet with their friends 
and customers. Local clubs 
and visiting bankers will 
be invited to use the room. 


Illinois, $5.3 billion; California, $5.1 
billion; and Ohio, $4.2 billion. The 
State receiving the smallest amount was 
Nevada, with $85 million. 


While the Board’s study shows that 
there has been little shifting of either 
income or population as between the 
areas east and west of the Mississippi 
River from 1919 to 1940, significant 
changes have occured within these areas. 
For example, the Board finds that the 
Pacific region “has moved steadily for- 
ward inter-regionally and now receives 
9.4 per cent of the nation’s income, com- 
pared with 6.8 per cent in 1919.” With- 
in that region California’s record is the 
best, its income rising to 7.0 per cent 
of the total national income, as against 
4.4 per cent in 1919. Compared with 
1939, every state except Mississippi re- 
ported gains in realized income. 


Community Trust Reports 


Funds of the New York Community Trust 
at the close of 1940 were valued at $9,409,- 
021. Receipts of $5,207,281 produced a 
greater increase in the Trust’s resources 
than in any prior year. In disbursing 
$222,964 in 1940, compared with $205,028 in 
1939, the Trust appropriated more money 
from a greater number of funds to a larger 
group of beneficiaries than in any earlier 
year. Fifty-five funds now comprise the 
Community Trust. Slightly less than half 
went to local organizations. 
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Creating and Maintaining Customer Contact 


Detroit Trust Company Publishes Quarterly Magazine 
for Trust Prospects and Customers 


OR a long time trust men have sought 

a solution to the problem of main- 
taining customer contact and confidence 
between the date when the customer de- 
posits his will or life insurance trust 
with the bank and the time the instru- 
ments become operative. In the inter- 
vening years, there may be many temp- 
tations for the customer to change his 
mind about the handling of his estate. 
Members of his family or business asso- 
ciates may raise doubts as to whether 
he was wise in choosing a trust company 
as his executor and trustee; or whether 
it was wise to choose that particular 
trust company. 


The Detroit Trust Company has made 
a practical, realistic effort toward the 
solution of this pressing-problem. Fully 
aware that the customer, having made 
his decision, is not likely to understand 
why he should be bothered with further 
sales arguments, but that it is still nec- 
essary that he be reminded occasionally 
of the basic reasons for his original 
choice, lest he be persuaded to change it, 
the Detroit Trust Company has begun 
publication of the D. T. C. Quarterly, 
a magazine intended to accomplish this 
objective. At the same time, it seeks 
to achieve two other important objec- 
tives. One is to win the confidence of 
other members of the family and offset 
the misunderstanding about trust ser- 
vice; and the second to establish friendly 
contact with prospective clients and 
“educate” them as to their need for 
trust company service. 


A magazine was chosen to accomplish 
these aims because it represents a force- 
ful, yet indirect advertising medium, 
which will receive consideration whereas 
more forthright forms of advertising 
may be ignored. From cover to cover, 
the publication is planned around the 
central theme of the family. It is done 
in such a way that the reader is hardly 
conscious of the fact that he is being 
“sold.” 
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Printed in two colors, the magazine 
is a handsome job. The well planned lay- 
out and typography are matched by the 
excellence of editorial content. The lead 
article is a story of the Rackham Fund, 
which arose out of the Rackham estate 
of which the Detroit Trust Company was 
co-executor. The trust company is men- 
tioned only briefly, but no reader will 
miss the implication that the services of 
the bank must be highly satisfactory if 
a man of Mr. Rackham’s importance 
named it executor of his estate. 


Human Interest 


And so it is with the rest of the edi- 
torial content. Each feature has a spec- 
ial job to do—usually by implication, 
and always full of human interest. A 
quiz section, in which questions about 
Detroit are asked, is interspersed with 
questions about wills and trust service. 
Consciously the reader looks up the ans- 
wers to ascertain his score, and uncon- 
sciously he is being told about wills and 
codicils and trusts. 


Special mention should be made of the 
Family Record enclosure which is in- 
serted in the inaugural issue. It is a 
blank form for the family record, print- 
ed on paper that will endure 200 years 
or more. By filling out this attractive 
folder and preserving it, readers will 
have their thoughts directed to trust 
service, since the final page suggests the 
making of a will and related steps. The 
record will probably be consulted many 
times in the future, and each time it 
will serve as a friendly reminder of the 
Detroit Trust Company. 


Here is public relations in action! 
Assistant Vice President C. B. Leon- 
hard, who planned and executed the pro- 
gram, is to be congratulated, as is Pres- 
ident McPherson Browning because of 
his all-important encouragement and ac- 
tive support. 
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NEW YORK. TRUST 
COMPANY 


100 BROADWAY 
MADISON AVENUE AND 40THST. TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
At the close of business, June 30, 1941 


ASSETS 


Cash on Hand, and in Federal Reserve and Other 

Banks. . . « »$227,491,897.08 
Exchanges, Collections and Other Cash Items - . 29,984,596.29 
United States Government Obligations — Direct 

one Goaereiteed oo. wb ks 8 oe Se ERR 
Other Bonds and Securities. . . o « « (37,9394,836.17 
Loans, Discounts and Bankers’ Acceptances « « «> BES957,78621 
Interest Receivable, Accounts Receivable and 

Other Assets , Si Bek tae ah ag 1,716,656.34 
Real Estate Bonds and Mortgages. ea oe a 3,729,746.06 
Customers’ Liability for Acceptances . . . . 1,266,401.36 
Equities in Real Estate. . . . . . « « « « 2,728,257.19 
Banking Premises—Equity. . . ..... 1,987, 317.67 


" $594,659,401.09 
LIABILITIES 


Deposits. . $535,937,974.45 
Outstanding and Certified Checks 13,475,090.71 $549,413,065.16 


Dividend Payable July 1,1941 .. . us 625,000.00 
Accounts Payable and Other Liabilities. . . . . 1,529, 949. 61 
Acceptances .. ak <a 6 + ee eee 1,523,794.63 
Reserve for Contingencies Se it) aa ge ee ee 1,000,000.00 
Capital . . ... ++ + + ~~ 12,500,000.00 

Surplus .. ee 25,000,000.00 

Undivided Profits oe a 3,067,591.69  40,567,591.69 


$594,659,401.09 


United States Government obligations are carried at amortized cost. Government 
obligations and other securities amounting to $5,119,241.70 in the above statement 
are deposited to secure public and trustdeposits and for other purposes required by law. 
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Crust Company 


Banking Offices located throughout Greater Cleveland and nearby 


CONDENSED STATEMENT OF CONDITION, JUNE 30, 1941 


ASSETS 


Cash on Hand and in Banks . 


United States Government obligations, direct and 
guaranteed, less Amortization Reserve 


State, Municipal and Other Bonds and Investments, 
including Stock in Federal Reserve Bank, less 
Meseesves « « © « « 


Loans, Discounts and Advances, less Reserves . . . 


Banking Premises (including investments and other as- 
sets indirectly representing bank premises) less Reserves 


Other Real Estate (including investments and other 
assets indirectly representing other real estate) less 
Reserves 


Other Resources, less Reserves 


Customers’ Liability on Acceptances Executed by 
this Bank 


Customers’ Liability on Loan Commitments... . 
Tetal . . « « e 


eon aeseP@cgt#s @¢s © 6 @ 6 


aah eS @ © 0-2. 2 2 8 8 2 2 8 Oo 6 © 


LIABILITIES 


Capital Notes ...+.s.-s - $12,600,000.00 


(Subordinated to Deposits and 
Other Liabilities) 


Capital Stock 
Surplus and Undivided Profits 
Reserve for Contingencies . 


Retirement Fund for Capital 
Notes and Accrued Interest 
to August 1, 1941...2.-. 


DEPOSITS 
Demand 
Time 


Estates Trust Department 
(Preferred) ..... 


Corporate Trust Department 
(Preferred) 6,727,847.90 


Accrued Taxes, Interest,etc. ... 
Other Liabilities . .. 
Acceptances Executed for Customers 
Loan Commitments Outstanding 

So ee 


13,800,000.00 
6,667,622.77 
1,006,826.63 


587,446.58 


$255,415,190.92 
187,694,417.52 


18,654,549.75 
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“ef ee © © © @ 
eo. ef 2 8 © @ €eses © 
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$181,712,315.74 
149,281,756.75 
7,918,412.33 
158,087,010.45 
6,076,617.17 
4,048,685.85 
1,849,161.04 


73,853.27 
1,795,500.00 


$510,843,312.60 


34,661,895.98 


468,492,006.09 
1,768,103.02 
4,051,954.24 
73,853.27 
1,795,500.00 
$510,843,312.60 


United States Government Obligations carried at $18,585,711.56 
are pledged to secure public funds and trust deposits and for other 
purposes as required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
Member Federal Deposit Insurance Corporation 





The editorial board which is supervising this section of the Magazine is 
composed of the following members: 


Richard A. Evans, Jr., Insurance and Pension Consultant 

Henry S. Koster, Director, Estate Analysis Company 

Earl S. MacNeill, Trust Officer, Continental Bank and Trust Company 

J. Seymour Montgomery, Jr., Member of the New York Bar 

George S. Vrionis, President’s Field Staff, Phoenix Mutual Life Ins. Co. 
All of New York City. 


The material appearing herein is submitted before publication to each mem- 
ber of the board for criticism. As to signed articles, however, it does not nec- 
essarily follow that all members stand in agreement on every point. With this 
method of reporting, Trusts and Estates hopes to make an important contribution 
to the literature and practice of Estate Planning.—Editor’s Note. 


T. Mortimer Plumb—The Financial Biography 
of a Rising American 


GEORGE S. VRIONIS 
Phoenix Mutual Life Insurance Company of Hartford, Conn. 


This is the first of a series of articles tracing the life of a typical 
American man in his efforts to accumulate an estate. Mortimer himself 
is more a composite than a fictitious character, and his experiences will 
be those of the great majority of both little and big estate owners. At 
the various stages of his career, it will be shown what planning services 
he requires as affected by his changing responsibilities and assets. At the 
outset, of course, his situation will be relatively elementary, but to obtain 
a proper perspective it seems advisable to start with the beginning of his 
business life—and a retrospective glance to see why he was left in this 
position. Readers are invited to comment on the suggestions offered to 
Mortimer (and thus to his contemporaries) for his financial security. 


ye Mortimer Plumb, two months out chemical concerns. He was twenty- 
of college, with a Chemical Engin- three years of age, ambitious, and eager 
eering degree, considered himself a lucky to meet the practical problems of life, 
man when he was told to report for for which he had industriously prepared 
work at one of the country’s largest himself. This was in August of 1939. 
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Mortimer lived with his widowed 
mother and younger brother, John. His 
father had died suddenly when Morti- 
mer was in his first year at college, leav- 
ing a modest estate to Mrs. Plumb. It 
was a difficult job indeed to maintain 
the standard of living to which the fam- 
ily had been accustomed, and with Mor- 
timer’s college expenses, the mortgage in- 
terest, taxes and an importunate brother 
whose business was encountering finan- 
cial difficulties, Mrs. Plumb found that 
her husband’s estate had dwindled to 
$1,900 when Mortimer started to work. 
With John in his junior year at high 
school, it was a great consolation to Mrs. 
Plumb when Mortimer gave his assur- 
ance that he would help her maintain the 
home and later provide in part, at least, 
for his brother’s college expenses. 


Fate was kind to Mortimer and in less 
than two years his salary was raised 
twice. Now he is receiving $35. a week, 
and thanks to his mother’s early train- 
ing, is the proud owner of a savings 
bank account of $420, the result of reg- 
ular deposits out of every pay envelope. 
To add to his good fortune, a week ago 
he received a check for $5,000, a cash 
bequest under his paternal grandmoth- 
er’s will. She died about nine months 
ago, leaving a will that was made when 
Mortimer was four years old—twenty- 
one years ago—and she never got around 
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Mortimer Was THAT Confused! 
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to changing that old document that fail- 
ed to mention his then unborn brother, 
John. 


Congratulations and Advice 


ORTIMER was thrilled when the 

local paper carried a news item 
telling of his bequest. Congratulations 
poured in from all sides, and so did ad- 
vice on what to do with his money. First 
it was an automobile salesman; then a 
washing machine salesman; two piano 
salesmen; appeals through the mail and 
over the phone for contributions to char- 
ities. Hardly a day passed that some- 
one with something to sell did not stop 
at his home to see him. The local hard- 
ware dealer needed capital for expansion 
—the bank had turned him down for no 
good reason; wouldn’t Mortimer lend 
him two thousand dollars against his 
note for six months with 6% and a gen- 
erous bonus to boot? 


Then came Mr. Lee, one of the leading 
life insurance men and an old friend of 
Mortimer’s father, who urged him to put 
some of his modest fortune into life in- 
surance. Mortimer’s conservative trait 
predominated and he successfully de- 
ferred action. He asked Mr. Lee to call 
on him in thirty days, realizing that he 
needed some type of insurance. Just 
which type he did not know. He did 
know that he needed good sound advice, 
but where could this be obtained? 

Mortimer thought of the family law- 
yer—Mr. Brown—who drew and pro- 
bated his father’s will, and he lost no 
time in calling on him to tell about his 
problem and ask his advice. 


Not A Legal Problem 


< Y boy,” Mr. Brown said, “you are 
now the head of the family, and 
your mother and brother look to you to 


fill your father’s shoes. It is only nat- 
ural that salesmen of all descriptions and 
commodities will beat a path to your 
door because it is their job to find out 
who in this town is a prospect. That 
item in the paper about your legacy has 
been seen by a good many people with 
something to sell and you are now on 
the defensive, so you must be prudent 
and cautious. 
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“What you buy or how to invest your 
money is not a legal problem so there 
isn’t very much I can do for you. I 
would suggest that you see Mr. Peters, 
the Vice President of the National Bank, 
whose job it is to advise people about 
money and investments. You see, since 
1929 and 1933, I have made it a rule not 
to advise people about their investments 
and I think you’ll agree with me that it 
is a sound rule for a lawyer like myself 
to follow. 

“As far as life insurance is concerned, 
however, I can’t see how you can go 
wrong in putting some of your money in 
it; were it not for life insurance, your 
father’s estate would not have amounted 
to very much. In fact, his losses in other 
investments almost wiped out what was 
once a nice estate and it was his life 
insurance that kept you in college and 
enabled your mother to carry on. You 
now have your mother and brother look- 
ing to you for financial assistance and 
you should provide some protection for 
them in the event you are called away. 


“So make it a point to see Mr. Peters, 
and perhaps if you send for Mr. Lee your 
problem may be solved. 


A Will 


ORTIMER respected Mr. Brown’s 

advice, and in due course he found 
himself at Mr. Peters’ desk. He told the 
banker of his talk with Mr. Brown and 
of his desire to invest his money safely 
—in something conservative; he also ex- 
plained that he thought he should buy a 
life insurance policy to protect his 
mother and brother, but what kind of 
policy was a problem upon which he 
needed help. 


“Mr. Plumb, your father, with whom 
I was very friendly, carried an account 
here for many years, and I am happy to 
be of service to you,” Mr. Peters opened. 
“When you started a savings account 
with us some time ago you may recall I 
sent you a letter of acknowledgement and 
appreciation, inviting you to call on us 
at any time to discuss your personal 
financial problems with us, and I am 
glad you dropped in. Do you know Mr. 
White, our Trust Officer? It is his job 
to advise young men like yourself, who 


Yes -- You Can Have Your 
Cake and Eat It, Too! 


Impossible? Not at all! 


More frequently than you think contem- 
poraries of yours have discovered that they 
can extend needed financial aid to educa- 
tional enterprises without any reduction 
in amount of life income they will con- 
tinue receiving. 


You, too, through making your gift during 
your lifetime will enjoy the pleasure of 
watching the growth and progress that will 
result from your timely aid. 


Are you interested in employing your re- 
sources in worth while educational aid? 
If so, we will be most happy to discuss 
this matter with you, explain various 
methods and submit, for your considera- 
tion, a plan exactly conforming to your 
desires. 

RENSSELAER POLYTECHNIC INSTITUTE 

TROY, NEW YORK 


find themselves in a quandary about 
their financial and estate problems, and 
I’d like to have you meet him. Won’t 
you come with me to his desk—I’d like 
to introduce him to you?” 

Mortimer followed Mr. Peters, won- 
dering why some one person wasn’t cap- 
able of giving him the advice he re- 
quired. Why, he thought, am I referred 
from one to the other? What is a Trust 
Officer, anyway? 

“The first thing you should do is to 
make an appointment with Mr. Brown, 
your attorney, and ask him to draw a 
simple will for you,” Mr. White stated. 
“Next, since your mother and brother 
look to you for financial assistance, I 
believe you should buy some life insur- 
ance, and in that respect, I would recom- 
mend that you discuss this phase of your 
problem with your friend, Mr. Lee. If 
you wish, you might ask him to make an 
appointment to meet you here at the 
bank in our conference room and, if you 
feel that I can be of assistance, I’d be 
glad to sit in. We know Mr. Lee and 
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you have my assurance that he will serve 
you well. 


Defense Bonds and Savings 


<c OW, as to what to do with your 

pathy there is no doubt in my 
mind that you should invest this in a 
security that offers maximum safety with 
a reasonable return. At the present 
time, United States Government. Defense 
Bonds Series E. look very attractive, par- 
ticularly for the smali investor, and at 
the same time you will be making a tang- 
ible contribution in the Nation’s defense 
efforts. Here’s a little pamphlet that 
tells you all about these bonds; if after 
you go over it, you have any questions 
that you want answered, get in touch 
with me. I would recommend that you 
purchase $3,200 face amount of these 
bonds at a cost of $2,400. While I think 
of it, I would suggest that you buy these 
bonds mostly in small denominations so 
that in the event you have to cash some 
of them in, for any reason, you will not 
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have to sustain a loss in the adjustment 
of interest. 

“Of the remaining $2,600 of your leg- 
acy, it may be well to apply $1,000 
against the principal of the mortgage on 
your home. Since you are now paying 
5% interest, this is equivalent to mak- 
ing a 5% investment (a rare accomplish- 
ment these days), and at the same time 
it reduces an obligation that must be 
paid eventually, perhaps at a time when 
you can ill afford to do so. ° 


“Now, that leaves a balance of $2,020 
in your savings account. This fund, 
augmented by future deposits, which I 
am sure you will continue to make out 
of your salary, will be available to meet 
such expenses as your brother’s educa- 
tional requirements, real estate taxes 
and repairs, insurance premiums, med- 
ical and dental bills, etc., etc.” 


Insurance Program 


HANKING Mr. White, Mortimer 

left the bank in a happier frame of 
mind. He telephoned Mr. Lee, the in- 
surance underwriter, and asked him to 
meet at Mr. White’s office to discuss his 
insurance needs. At the conference, Mr. 
Lee said: ‘Mortimer, should you pass 
on within the next few years, your 
mother and brother will have no one to 
look to. Should you become disabled, 
you will need income. After you reach 
60, you will require a ‘pension’ or 
security in your old age, in the form of 
a guaranteed life income. Then, too, 
you may in the years to come need a 
fund to draw against or to use in your 
business (assuming you ever go into 
business for yourself). Your insurance 
program can provide against all these 
hazards. You see, Mortimer, life insur- 
ance is not only valuable at death but it 
also has many uses and advantages dur- 
ing your lifetime. 

“I would recommend that you pur- 
chase $10,000 of Straight Life or Ordin- 
ary Life Insurance, with double indem- 
nity for accidental death, and waiver of 
premium and income of $50 per month 
in the event you become permanently and 
totally disabled. The annual premium 
would be $226 which is just about the 
right amount you should allocate to in- 
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surance, considering your earnings, sav- 
ings and other factors in your picture.” 


Mr. Lee then explained the various 
features of the policy, such as dividends, 
cash and loan values, and retirement in- 
come privileges. He suggested that Mor- 
timer’s brother be made the beneficiary 
to the extent of $2,000 for his college 
tuition—to be paid out by the insurance 
company at the rate of $500 per year for 
four years—to provide against the con- 
tingency that Mortimer may die while 
John is still in college; that the remain- 
der of the fund be paid to Mortimer’s 
mother in monthly installments of $100 
as long as the fund lasts—about seven 
years and three months, and if she should 
die before that time, to John; that Mor- 
timer reserve the right to change the 
beneficiaries, so that he will be able to 
direct the application of the proceeds as 
his future requirements dictate. 


Mr. White expressed his complete ap- 
proval of Mr. Lee’s recommendations, 
and Mortimer said he would adopt them, 
and also have his will drawn. 


After thanking both Mr. White and 
Mr. Lee, Mortimer left the bank, feeling 
that, at last, his financial problems, for 
the time being at least, had been solved. 
Reflecting upon the advice he had re- 
ceived, he found his affairs in this order: 


Cash in Savings Account _.$ 1,794. 
U. S. Defense Bonds _......._ 3,200. 
Life Insurance OER 
Increase in Equity in Home 1,000. 


A simple but adequate Will 
and 
PEACE OF MIND 
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Plays Host To L. U.’s 


The Trust Company of Georgia, Atlan- 
ta, one of America’s oldest fiduciary insti- 
tutions, was host at a luncheon given in hon- 
or of the Georgia Association of Life Under- 
writers at their Fifth Annual Convention, 
held June 27 at Columbus. The principal 
speaker at the luncheon was William A. 
Stark, vice president and senior trust offi- 
cer of the Fifth Third Union Trust Com- 
pany of Cincinnati. His subject was “Tax- 
ation and Its Relation to Life Insurance.” 


Established 1879 


SILO’S 


NEW YORK’S 
OLDEST 
AUCTION HOUSE 


Appraisals for Tax Purposes 
Auction Sales to Settle Estates 


OUR CLIENTS INCLUDE 
MOST PROMINENT BANKS 


Vanderbilt Avenue and 45th Street 
Telephone Murray Hill 6-6830 


Under the Personal Direction ef 
MRS. JAMES P. SILO 


Illinois Committee Heads Appointed 


Chester D. Seftenberg, vice president and 
trust officer of the Oak Park (Ill.) Trust 
and Savings Bank, has as president of the 
Trust Division of the Illinois Bankers Asso- 
ciation appointed the following committee 
chairmen for the coming year: 

Legislation, Clarence B. Jennett, vice 
president, First National Bank, Chicago, 

Education and Public Relations, A. C. 
Boeker, vice president and trust officer, Ed- 
wardsville National Bank and Trust Com- 
pany, Harve H. Page, 2nd vice president, 
Northern Trust Company, Chicago, 

Insurance, J. H. Willett, trust officer, 
Palmer American National Bank of Dan- 
ville, 

Records and Accounting, C. A. Hemphill, 
vice president and trust officer, Elliot State 
Bank, Jacksonville, 

Fee Schedule, Charles H. Ruedi, vice 
president and trust officer, Millikin Trust 
Company, Decatur, 

Bulletins, Charles J. Roubik, secretary, 
Harris Trust and Savings Bank, Chicago. 








Trends in Estate Planning 


This column will henceforth be a regular feature of this section of 


the Magazine. 


In it will be highlighted current developments affecting 


the planning of estates. Readers are invited to contribute to it—Editor’s 


Note. 





OINT Income Tax Returns: If fin- 

ally written into the new Federal 
Revenue Act, and from latest reports it 
is by no means certain, the requirement 
that husbands and wives file joint income 
tax returns will mean that one, but only 
one, of the motivating factors causing 
gifts of property from one spouse to the 
other, will have gone by the boards. To 
that extent it would cause a definite up- 
set in the realm of estate planning. 

True, because of the drastic effects of 
income taxation, this current tax saving 
factor of inter-spouse gifts has risen in 
importance above other factors in the 
minds of donors. But if this “throw 
back to the dark ages” tax provision, as 
Mr. Willkie is reported to have put it, is 
put in the new tax law, then the remain- 
ing advantages underlying divisions of 
property between husbands and wives, 
will come back into stronger light. Great- 
er financial protection for family mem- 
bers, economy in estate transfer costs, 
and improvement in administration 
would still constitute the basically im- 
portant reasons for planning property 
allocation between spouses, through gifts 
under irrevocable trusts. 

Even if shaken to its roots, estate 
planning will adjust itself to changing 
times and conditions. New defense wea- 
pons for conservation of family capital 
will be found and employed. 

* * *% 


Diamonds as a Hedge: A diamond 
merchant recently stated that more and 
more people are investing in diamonds 
as a hedge against inflation and govern- 
mental blockage. Queried on the subject, 
he gave vent to some rather interesting 
ideas. A Jarge fortune in diamonds can 
be carried in a vest pocket, whereas the 
“gone but not forgotten” gold is heavy 
and bulky. It appears that refugees 
from war-torn countries are making ac- 
tive use of this means of transporting 
wealth. 
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From an inflation angle, our merchant 
thinks the diamond is about tops, as dia- 
mond values have been maintained 
through the ages. Applied to one partic- 
ular grade of diamond, he gives some 
pointed comments. Up to 1918 the price 
trend of this diamond was on a graded 
up-swing—-never falling below its 1918 
price of about $100 per carat. Since that 
time its price has gyrated sharply but 
it still did not fall below its 1918 level. 
Its price is now about $225.—The age 
old quest for a stable medium of value. 

* * * 


The Annuity Market: Are insurance 
companies going out of the annuity bus- 
iness? Recent restrictions placed on the 
issuance of annuity contracts might in- 
dicate such a trend. We are aware of 
two basic reasons for the non-enthus- 
iasm of the insurance companies—low 
investment earnings and annuitants’ 
mortality. We all know the problems of 
the former, but few realize that the ex- 
perience of life insurance companies 
shows that people with life annuity in- 
comes live longer. So annuity income 
rates have been rather drastically cut 
and the amounts accepted by each com- 
pany are smaller. Let us hope that in- 
surance companies solve this problem 
and stay in the annuity business, with 
recovered enthusiasm. The public (often 
including trustees) need an investment 
mechanism that will allow them safely 
to use capital and interest (annuity in- 
come) scientifically spread over an entire 
lifetime, so that the danger of living 
too long, financially, can be eliminated. 





Arrangements for the 67th Annual Con- 
vention of the American Bankers Associa- 
tion in Chicago, September 28 to October 
2, will be in charge of thirteen committees 
of Chicago bankers. Philip R. Clarke, 
president of the City National Bank and 
Trust Company, is chairman of the General 
Committee. 
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Estate Analysis Procedure 


History of a Typical Case 





WALTER KENNEDY 


Vice President and Trust Officer, The First National Bank of Montgomery, Alabama; 
Member of the Montgomery Bar Association 





URING the past 15 years, I have 

participated in the analysis of a 
great many estates, but I think that the 
one that was the most satisfactory was 
one that was handled about a year or so 
ago. Since it embodies my idea of how 
an estate analysis should proceed, I will 
describe it as a typical case. 

The case was “uncovered” by a life 
insurance salesman, as many such cases 
are. After one or two interviews with 
the customer, he recognized it as a case 
which required a corporate trustee, and 
asked me to assist in the analysis. At 
the first interview, I asked the customer, 
Mr. Brown, to designate a lawyer as it 
was obvious that there was much work 
for a lawyer to do. Brown designated a 
lawyer who fortunately was quite ex- 
perienced in tax work and had handled 
several federal tax cases for Brown. 

As the first step, Brown’s lawyer, the 
insurance man, and myself met and pre- 
pared an outline of the essential infor- 
mation it was desirable to obtain from 
Brown. It was at this time that I first 
prepared the check list which was pub- 
lished in the July 1940 issue of Trusts 
and Estates, page 75. We decided that 
Brown’s lawyer was closest to him per- 
sonally and was the logical man to con- 
duct the interview with the check list 
and obtain the preliminary information. 

After the check list was prepared, the 
attorney arranged an appointment and 
devoted an entire afternoon in thorough- 
ly informing himself concerning Brown’s 
affairs. The interview was held at 
Brown’s office as it was desirable for him 
to have access to all of Brown’s personal 
records and files. All of this was re- 
duced to a memorandum by the lawyer, 
who shortly thereafter arranged another 
conference with the life insurance man 
and myself. We soon found that we 





From address before the Fourteenth Legal In- 
stitute of Alabama Bar Association. 


needed the services of an accountant, so 
we obtained Brown’s permission to retain 
the accountant who had prepared his 
income tax return for a number of years. 


Conference Held 


Since Brown’s estate was quite large, 
it required several weeks and many con- 
ferences before we could assimilate all 
of our data. After all four of us, the 
accountant, the insurance man, the trust 
officer, and the lawyer, had agreed upon 
our recommendations, we decided that 
the lawyer should reduce the plan to 
writing for presentation to Brown. This 
was done and the plan was presented to 
Brown at a conference with all four of 
the persons present who worked on the 
plan. Naturally Brown had quite a few 
questions to ask but with a lawyer, an 
accountant, an insurance man and a 
trust officer present most of the ques- 
tions were readily answered. 


Since the recommended plan involved 
a number of matters which directly af- 
fected Brown’s wife, it was decided to 
invite her into the conference, and the 
essentials of the plan were explained to 
her. Of course Brown could not be ex- 
pected to make an immediate decision 
on so important a matter. Since the 
plan had been reduced to writing, it was 
possible for him to take it home for 
further study. All of the computations 
showing the tax changes were set forth 
in detail so that Brown could keep them 
clearly in mind. 


After several days, Brown notified me 
that he had decided to adopt the plan as 
submitted and asked me to take the nec- 
essary steps to put it into execution. 
The first step was to have the lawyer 
draw all of the instruments required. 
The instruments required in Brown’s 
case included a new will which set up 
a testamentary trust, two life insurance 
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trusts, one revocable, and one irrevoc- 
able, and two irrevocable living trusts. 


Tax Analysis 


Since Brown’s tax situation was typ- 
ical of many large taxpayers’, some of 
the fundamental principles in the plan 
submitted to him are perhaps worth men- 
tioning. 

Obviously, the method to minimize 
taxes under a system of progressive tax 
rates is to decentralize both income and 
principal of the estate among as many 
taxpayers as possible. Gifts, either out- 
right or in trust, are the key device in 
any plan for the reduction of federal 
taxes. When considering possible tax 
savings through gifts certain fundamen- 
tals must be observed. 

First, the gift must be under such cir- 
cumstances that it cannot be considered 
a gift in contemplation of death. 

Second, such gifts must irretrievably 
cut the strings of ownership. 

Third, Tax exempt gifts should not be 
for the purpose of discharging a legal 
obligation such as the parents’ duty of 
supporting minor children, or alimony 
to a divorced wife. 

Fourth. There must be no possibility 
of reverter to the grantor. 

In the Brown estate analysis case, we 
found that he had one of those typical 
“leave everything to Mary” wills which 
can bring many perplexities and a stag- 
gering tax burden to a widow. His life 
insurance, approximately $100,000, was 
all payable to his estate thereby subject- 
ing $40,000 of it needlessly to taxation. 

By means of the new will, the two life 
insurance trusts and the two voluntary 
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trusts, we were able to save Brown $1,500 
a year in income taxes and an estimated 
$85,000 in estate taxes. 


Disposition of Assets 


It was discovered that Brown’s invest- 
ment holdings included a very large 
block of a highly speculative stock. While 
he realized that he was holding too many 
eggs in one basket, he was reluctant to 
sell any of the stock and pay the result- 
ing tax on the capital gain. We found, 
however, that Brown had other miscel- 
laneous “cat and dog” securities which 
had severely diminished in value. We 
found that by selling the cats and dogs, 
which offered little or no promise of 
future enhancement, we could establish 
a loss which would permit us to offset 
the capital gain on a considerable block 
of the other securities which had en- 
hanced in value. We reinvested the pro- 
ceeds in a diversified list of high grade 
investments. 


Brown expressed a desire to make a 
substantial gift to his sister. We looked 
over his holdings and decided to make 
a gift of a block of defaulted bonds 
which, although greatly depreciated in 
value, offered the almost certain promise 
of eventually working out to be redeem- 
ed at par. The gift tax was therefore 
based on the depreciated value and, the 
gift being absolute, the securities would 
not be included in Brown’s taxable es- 
tate at death. 


One of the biggest problems in con- 
nection with Brown’s estate was the mat- 
ter of a plan for his business after his 
death. Although the business had al- 
ways been profitable during his lifetime, 
it was a type of business where much of 
the success depended upon the ability of 
the chief executive. Brown was vaguely 
aware that some day he would pass out 
of the picture, but had never gotten 
around to a plan for the continuation or 
disposition of the business after his 
death. After some discussion, a plan 
was evolved whereby two junior associ- 
ates purchased life insurance on Brown’s 
life and arranged to pay the premiums. 
They further entered into an agreement 
whereby they promised to buy the busi- 
ness at Brown’s death, using the pro- 
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ESTATE PLANNING 


ceeds from the life insurance for this 
purpose, and Brown agreed on behalf of 
his estate that his estate would sell the 
business at his death at a price to be 
determined by a valuation formula 
agreed upon by the parties. This plan 
assured Brown a certain plan of liquidat- 
ing a hazardous and speculative asset 
while the associates were delighted at the 
opportunity to purchase a prosperous 
business on an instalment basis for the 
amount of the premiums on the insur- 
ance on Brown’s life. 


In conclusion remember that one of the 
chief aims in estate planning is the co- 
ordination of all phases of the estate. 
I recently had an experience with a doc- 
tor which illustrates the point. We 
found that he had been getting estate 
advice from three separate sources — 
from the bank in connection with his 
voluntary trust, from his lawyer who 
prepared his will, and from the life in- 
surance agent who had sold him approx- 
imately $200,000 of life insurance, yet 
neither the banker, the lawyer, nor the 
insurance man knew anything about the 
advice the others had given. The plans 
each of the three had recommended con- 
flicted with the others and the doctor’s 
plans were in a confused mess. 


It required only a very short time 
around the conference table to coordin- 
ate the plans of all three phases and 
make an orderly pattern out of what was 
a very unsatisfactory situation. 


New Life Insurance Up In First 
Half of ’41 


New life insurance for the first half of 
1941 showed an increase of 2.8% in com- 
parison with the corresponding period last 
year, according to a recent report of the 
Association of Life Insurance Presidents. 
The total for June was 8.8% greater than 
for June of last year. The report aggre- 
gates the new paid-for business—not in- 
cluding revivals, increases and dividend ad- 
ditions—of 39 United States companies hav- 
ing 82% of the total life insurance out- 
standing in all Umited States legal reserve 
companies. 
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Life Insurance Trust Council 
Formed in Los Angeles 







California’s first life insurance and 
trust council was formed recently in Los 
Angeles. It will be known as the Life 
Underwriters and Trust Council of Los 
Angeles. This is another step in the 
national movement started a decade ago 
in Boston, to render better service to the 
public through coordinating the work of 
the estate analysis divisions of trust 
departments and the work of life under- 
writers in the serving of customers 
where the facilities of both trust insti- 
tutions and life underwriters are indi- 
cated. 

















Prior to its formation, a committee of 
five trust men, headed by Benson L. 
Smith, vice president of the California 
Trust Company, and five life under- 
writers, met to draw up a tentative draft 
of the Articles of Association. The 
Council will*be governed by an executive 
committee, and the following officers 
will serve for the coming year: Millar 
W. Hickox, C.L.U., has been elected 
president; L. N. Woodward, assistant 
trust officer, Bank of America National 
Trust and Savings Association, vice pres- 
ident; and Weymouth Murrell, prom- 
inent Los Angeles life underwriter, sec- 
retary and treasurer. William R. Spin- 
ney, of Title Insurance and Trust Com- 
pany, is chairman of the publicity com- 
mittee. 
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punched cards 
provide positive controls 
for Personal Trust Accounting 


The Punched Card Method of Accounting is noted for 
the numerous reliable controls which it provides to Per- 
sonal Trust executives. 

This method automatically provides Account Controls, 
and Security Holders’ Controls. In addition, this punched 
card method provides controls over Receipt, and Credit 
to Proper Account of every item of income due. The task 
of checking Income Cash Ledger Entries to Account Asset 
Ledger Record is eliminated. 

Many important banks and trust companies are real- 
izing greater operating efficiency through the use of 
punched card accounting machines. You can apply the 
advantages of this modern method to many banking 
operations by a permanent machine installation, or by 
employing the IBM Service Bureau, which is thoroughly 
equipped and ready fo serve you on a complete-job or 
part-time basis. For further information write to our 
general offices, 590 Madison Avenue, New York, N. Y. 
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ACCOUNT CONTROLS 
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ECURITY 
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Consider these 


ADVANTAGES 


Finished reports, statements, 
lists, and schedules obtained 
automatically from original 
punched card records. 
Automatic machine action 
speeds routine work, allowing 
more time for service to clients. 
Only one recording of each 
entry required. 

Small Personal Trust Accounts 
handled at a profit. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 
Offices in ee Principal Cities. 





Appraisals for Estates 


Factors in Valuation of Estate Assets 


LYLE H. OLSON 


Vice President, The American 


HE responsibilities of the executor 

in reference to assets in an estate 

may be classified under the following 
divisions: 

1. Verification of description, itemi- 

zation, valuation of assets received. 


The administration, involving de- 
termination of expenditures, rev- 
enue possibilities and values, for— 
(a) Federal estate and State estate 
and inheritance taxes. 
(b) Protection against loss, 
and other casualties. 
(c) Property taxes, actual and po- 
(d) 
(e) 
Depreciation during adminis- 


tential. 

Possible renting and selling. 
(f) 

tration period. 
(g) Custody of properties. 


2. 


fire, 


Rehabilitation and mainten- 
ance. 


8. Distribution to legatees and devis- 
ees. 


The immediate and imperative re- 
quirement is the identification of the 
assets, with a detailed list of their kind 
and location. To the extent that these 
assets involve real or personal property, 


Appraisal Company, New York 


the existence, location, character, con- 
ditions, and use should be determined by 
personal investigation and inspection. 
The detailed inventory of the assets 
should be prepared as the protection for 
future operations, and the respective 
assets should be appraised at their quo- 
ted prices, if any, and market values for 
securities, market values for land, cost 
of reproduction new, accrued deprecia- 
tion, values for continued use and values 
for disposal by sale, of buildings or per- 
sonal assets. Such detailed appraisal 
records will serve to furnish the basis 
for the various requirements that will 
arise during the administration and at 
the final distribution of the assets. 


Supporting Evidence of Value 


N the administration of some estates, 

disputes develop with the tax authori- 
ties and prospective beneficiaries. The in- 
adequacy of valuation evidence is fre- 
quently revealed in the decisions of the 
Board of Tax Appeals and in the courts, 
as is illustrated by the large amount of 
litigation in estate matters. 


The Internal Revenue Code specifies 
the following principle in reference to the 
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mined in the estate tax proceedings is 
the value which must be used as the basis 
for determining subsequent gain or loss 
on the sale of the property by the bene- 
ficiary for income tax purposes.* An 
appraisal by experts is not required 
where the executor can arrive at a fair 
market value through personal knowl- 
edge or by consulting bankers or other 
business associates, but in general, 
where important holdings of real estate 
are involved, it is advisable to obtain ex- 
perts of good standing, as the appraisals 
of such experts are usually given serious 
weight. The estate is not required to 
return an inflated value, but should en- 
deavor to arrive at a conservative value 
which will stand the test of investiga- 
tion, as assessed values given in the as- 
sessment rolls will not be ordinarily ac- 
cepted in estate tax cases.” 


BANKING 


SAFE DEPOSIT 


PERSONAL TRUST DEPARTMENT 


ane, 
oe) 


Established 
1855 Requirements for Supporting Values 


HE extent to which evidence of value 

for tax purposes has been inade- 
quately presented, or omitted, is illus- 
trated by the following extracts from 
recent decisions: 


THE SECOND NATIONAL BANK 


OF NEW HAVEN 


NEW HAVEN CONNECTICUT 


Member Federal Deposit Insurance Corporation 


“The responsibility of furnishing us 
with facts and figures as to the value or 
costs, as the case may be, rested upon 
the petitioners, . . .; and since they have 
failed to carry their burden, and have 
failed to establish that respondent’s 
determination was erroneous, his action 
must be aproved ...” (Board of Tax 


Valuation of Property for Estate Tax 
Purposes: 


“The value of every item of property 


includible in the gross estate is the fair 
market value thereof... The fair mar- 
ket value is the price at which the prop- 
erty would change hands between a will- 
ing buyer and a willing seller, neither 
being under any compulsion to buy or 
sell. The fair market value of a parti- 
cular kind of property includible in the 
gross estate is not to be determined by 
a forced sale price.” 


Appeals) 


“*The petitioners are correct in urging 
that the special circumstances affecting 
the corporation’s business may not be 
disregarded and that the accounting fig- 
ures alone do not determine value; but 
it can not be said from all the evidence 
of circumstances in the present case that 
the Commissioner’s determination of 
$478 per share as the fair market value 


on the date of decedent’s death is too 
high.’” (Board of Tax Appeals) 


“... it would have been competent to 
offer expert testimony as to the time 


Special explanatory and qualifying 
statements are made in reference to the 
valuation of Real Estate, Stocks and 
Bonds, Interest in Business, Good Will, which would thus have been required for 
Household and Personal Effects, and advantageous liquidation . .. such evi- 
other kinds of property, supplemented dence . . . might properly ieee teenie 
by Prentice-Hall’s Federal Tax Service found to satisfy the burden of proof 
with the following helpful advice: which rested on the plaintiff . . . but in 

the absence of evidence covering this 


“It should not be forgotten that cor- ground, there is nothing to overcome the 


rect values in estate tax cases are doub- 
ly important .. . the value finally deter- 


*And also for depreciation deductions. 
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weight ... of sales prices...” (Dis- 
trict Court) 

“In appraising property of this kind, 
whatever courts may say, and however 
they may seek to disguise what they do, 
it is impossible to avoid some measure 
of speculation . . . In the appraisal of 
property for taxation courts have also 
escaped from the same dilemma by al- 
lowing themselves the necessary latitude. 
. . . The Board made no allowance for 
these factors, apparently supposing that 
the taxpayer was bound to show not only 
that the deficiency assessed against her 
was wrong, but by how much... The 
case must be remanded for the reap- 
praisal of the decedent’s interest .. .” 
(Circuit Court of Appeals) 

“It is required that the taxpayer show 
that the physical properties are being 
affected by economic conditions that will 
result in their being abandoned at a 
future date prior to the end of their nor- 
mally useful life; . . . It is incumbent 
upon taxpayer to place in the record 
evidence showing obsolescence and where 
facts appearing therein are so meager as 
to leave the existence and degree of ob- 
solescence matters of conjecture, the al- 
lowance will be denied.” (Court of 
Claims) 


Fair Market Value 


HE Fair Market Value defined as a 

reasonable purchase price between an 
owner not required to sell, and a pur- 
chaser not compelled to buy, might be 
considered as a clear, simple basis of pro- 
cedure. But there are many subtle influ- 
encing factors entering into the deter- 
mination of the Fair Market Value of 
specific properties, under the particular 
existing conditions, which sometimes in- 
volve the consideration of psychological 
as well as legal factors. 

The value of securities will also vary 
between those having readily realizable 
market and those of closely held corpora- 
tions. The size or block of securities 
and the necessity to the owner, may in- 
fluence the value. 

It is commonly considered that the 
securities of corporations, listed on the 
National Stock Exchanges, have a mar- 
ket value in accordance with the current 
quoted prices. The quoted selling prices 
and bid and asked quotations are basic 
evidence as to value of listed securities. 
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However, such quoted prices are not nec- 
essarily conclusive evidence of market: 
value, as the character and extent of the 
trading may result in market prices, not 
representative of the market value of the 
block of securities under consideration. , 
The market prices for small blocks of 
stock may not be controlling as to mar- 
ket value of large blocks of stock. Blocks 
of stock representing a controlling in- 
terest in a corporation may have a value 
not represented by the small block of 
stock represented by market transac- 
tions. 

Considerable analytical investigation 
may be required to determine the mar- 
ket value of securities in a particular 
case under then existing conditions, 
even for corporations listed on Security 
Exchanges. The relationship of value 
for different blocks of stock is subject 
to the conditions prevailing in the indi- 
vidual case. 


No Fixed Formula 


HESE conditions are well illustrated 
by decisions handed down by the 


A Willing Buyer and A 
Willing Seller? 





IN OREGON 


it’s the 
United States 
National Bank 


Head Office—Portland, Oregon 
25 COMPLETE BANKING 


UNITS IN THE STATE 
Member F. D.I. C. 


Board of Tax Appeals. One recent de- 


cision states: 


“The Board considers the fact that the 
average number of shares traded in 1934 
was about 200 daily and that it would 
have been impossible to sell a block of 
29,000 shares within any reasonable time 
except at wholesale without depressing 
the market. It is held that the average 
unit price per share is not the only 
evidence to be considered in fixing value. 
On consideration of the testimony of ex- 
perts, declining earnings of the company, 
declining book values, and low dividend 
yield, it is held that the value to be used 
is $48 per share (quoted price $53%).” 


The size of a block of stock and the 
conditions under which it may be mar- 
keted are but elements to be considered 
in the value of capital stock and none 
of these elements is subject to fixed rules 
or formulas. 


Close Corporation Stock 


LARGE part of capital equities is 
in closed corporations with stocks 
not listed on any Stock Exchange and 
frequently with few transactions indi- 
cating value. The value of such capital 
stocks must then be determined on the 
basis of the net worth, earning power 
and dividend policies of the corporation. 
These facts may also well be considered 
in connection with the valuation of the 
capital stock of listed corporations. 
An appraisal of a block of stock may, 
therefore, require: 


A valuation of the fixed assets. 


Audit of the current assets and the 
liabilities. 
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Review of the capital structure. 

Analysis of the past, present and pro- 
spective earning power. 

Analysis of the influence of manage- 
ment and distribution of ownership. 

Study of the market history of similar 
securities. 

Charting of business and economic 
trends. 

Weighing of all the factors and influ- 
ences affecting value. 


The relative importance of these fac- 
tors will naturally vary with individual 
cases. Ratios, per cent of return, capi- 
talization rates, and multiple of value to 
earnings, are fluid variables that must 
be considered by thorough analysis. 

The value of the fixed assets deter- 
mines such of the prospective fixed 
charges. The current assets may be 
liquid but at least a portion of them must 
be “fixed” in the sense that they are 
necessary for the continuance of the 
business. 


Estimating Earnings 


HE earnings, usually adopted as the 

primary measure of stock value, are 
in themselves difficult of determination. 
The accounting history of earnings may 
be restricted by certain conventions, or 
non-recurring conditions, and not reflect 
the probable trend. The past history 
may be misleading as a forecast of the 
future. Estimates of earnings as a 
guide to value should be adjusted to re- 
flect prospective earnings, operating con- 
ditions, and the trend and markets. 

The influence of net worth and earn- 
ing power on capital stock values may 
be affected by the capital structure and 
the character and relative amounts of 
bonds, and preferred and common stocks, 
and in some cases, whether the stock 
represents a controlling interest in the 
enterprise. The influence of “leverage” 
on junior security equities is well recog- 
nized. As market value is an expression 
of public opinion, an appraisal analysis 
of the market background, history of 
stock market quotations, and the ratios 
of related securities may be necessary. 


The valuation of a partnership interest 
involves about the same considerations 
as the value of the capital stock of closed 
corporations. 
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Income producing real estate may be 
valued by comparison with similar real 
estate, or by considering the actual and 
potential earning power of the property. 
However, that earning power may have 
varying degrees of marketability in ac- 
cordance with the type, location, man- 
agement and potential purchasers. Non- 
income producing real estate may have 
even greater variables in marketability. 


Tangible and Intangible Personalty 


ERSONAL property and objects of 

art, antiques, books, manuscripts, 
jewelry and wearing apparel have vary- 
ing degrees of marketability, influencing 
their value. Measurement of “market 
value” here includes a large var- 
iety of factors of reproduceability, deter- 
ioration, obsolescence, location, and mar- 
ket. Two decades ago, large items of 
furnishings and decorations were in de- 
mand, while today they find little place 
in home furnishings and have a dimin- 
ished value. 

The value of leaseholds, royalties and 
patents depends primarily upon their 
estimated earning power. Frequently 
these values are assumed upon too loose 
a consideration of possible earnings — 
high or low as the case may be. Careful 
assembling of all available facts from 
known sources of information, and a 
careful analysis of past history, present 
conditions and future prospects, result 
in more accurate and supportable estim- 
ates of earnings attributable to these 
assets. 

Leaseholds and royalties may have a 
substantial foundation in specific and 
dependable contracts, but patent earn- 
ings are dependent upon many varying 
competitive factors, producing and mar- 
keting methods, and must provide a 
return upon the plant investment in ad- 
dition to the expenses of production and 
marketing before the patents have any 
demonstrable earning power. The earn- 
ing period for patents may be much less 
than their legal life. The present worth 
of given prospective earnings varies in 
accordance with the kind of assets con- 
sidered, hazards of realizing estimated 
earnings, and the economic conditions 
surrounding the patent and product or 
process. 


From many States, corpora- 


tions with Delaware charters 
have opened custody accounts 
at the Equitable. 


oktiny.4:3m - 


TRUST COMPANY 
WILMINCTON, DELAWARE 


Insurance Protection and Property 
Maintenance 


DEQUATE insurance protection 
against fire and other casualties in- 


volves a different basis of valuation. * 


Fire, theft and losses from other causes 
usually affect only a portion of the prop- 
erties, wherein the loss is related to cost 
of replacement, rather than to market- 
ability. There are also classifications of 
assets by locations and liability to loss 
that must be considered in an appraisal 
for purposes of placing insurance and 
adjusting the damages in case of fire. 

The condition of the buildings, ma- 
chinery, tools, equipment, and furnish- 
ings, at the time received by the execu- 
tor, are controlling in the requirements 
for rehabilitation, maintenance and de- 
preciation, and the rentability and sale- 
ability of the individual parts of the es- 
tate. An appraisal of the assets should 
reveal these conditions and form the 
basis for budgeting and supporting the 
required expenditures and charges. The 
appraiser’s report may also support the 
reasonable rental charges and contain 
advice on the value at which the assets 
might be sold and the desirability of sell- 
ing or holding, or the prospective return 
or possible later increase in the selling 
value. 


Value to Devisees 


HE value of the assets to respective 
devisees may not be the same as the 
market value of the properties at the 
time of entering an estate. Where the 
assets are distributed in kind among 
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@ MARKETING THE PROBLEM PROPERTY @ 


FIRST—Prepare the property for market by expert study of its possible uses, its 
logical prospects, its value and costs.of ownership. Conversion possibilities cannot 
be left to the imagination of the buyer—or of the broker. It is the owner's job to 
do this thinking expertly and thoroughly and equip his selling agents with the 
proper selling tools. 

SECOND—Present the property and its uses accurately and attractively in literature 
that arouses buying and broker interest. 

THIRD—List the property with every broker qualified by ability and interest to 
sell the property and equip these brokers with every fact and selling help they need 


during the entire period of the selling effort. 
” 


Several hundred institutional owners have retained Previews to plan and execute 


forceful and continuous selling campaigns, involving these features of: 


ANALYSIS, 


PRESENTATION, DISTRIBUTION, and FOLLOW-UP. 


PREVIEWS Is Equipped For National Marketing Of Your Real Estate. 


PREVIEWS INCORPORATED 
THE NATIONAL REAL ESTATE CLEARING HOUSE 
342 Madison Avenue, New York 


BOSTON 
50 Congress Street 


several beneficiaries, classification and 
valuation may become an important fac- 
tor in an equitable and satisfactory ad- 
justment. An appraisal report with de- 
tailed itemization and description, with 
authoritative individual valuation of the 
items for use, as well as the market 
value, is of great assistance to the indi- 
vidual devisees in arranging for the 
harmonious distribution of the items to 
be apportioned or allocated. 


Selection of the Appraiser 


HE extensive variety of assets which 

may be included in any estate re- 
quires appraisers of different specialties 
and knowledge of assets and values, cov- 
ering a wide range of character, loca- 
tion, and marketability. Reorganization 
of enterprises, application of the ap- 
praisal findings to income taxes and to 
accounting, administrative, and settle- 
ment requirements — demand a varied 
appraisal experience. 


PHILADELPHIA 
1518 Walnut Street 


LOS ANGELES 
111 W. Seventh Street 


There are many individual specialists 
having experience with specific types of 
property and geographical locations. 
There are individual appraisers in the 
employ of, or retained by, trust compan- 
ies and financial institutions and the 
government. There are the independent 
public appraisal organizations covering 
a diversified range of properties and 
larger geographical areas, operating with 
large staffs of specialists in different 
fields, and research, statistical, pricing, 
clerical and typing departments, with 
standard practice and instructions, pro- 
cedure, and executive control. These or- 
ganizations have the advantages of con- 
tinuing existence and responsibility, and 
coordinated resources. 


The executor’s selection of an exper- 
ienced, independent, professional ap- 
praiser of recognized standing, may 
well be a very important factor in the 
successful administration of an estate. 
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Bankruptcy Procedure in Canada and The Chandler Act 


ROYAL Commission consisting of 

Hon. Mr. Justice McTague, Sir 
James Dunn and A. E. Dyment, Esq., 
appointed to investigate the affairs of 
the insolvent Abitibi Power & Paper 
Company, Ltd., has made some impor- 
tant and interesting recommendations 
respecting Corporate Bankruptcy Pro- 
cedure. They found an inadequacy of 
existing Canadian legislation to meet 
situations that arise when companies 
find themselves in financial difficulties. 
Thus the amendment to the Ontario 
Judicature Act!, made in 1935 and ap- 
pearing as section 15 (1) (i) and (ii), 
encroaches upon the powers of the 
Dominion with respect to bankruptcy 
and insolvency.* Similarly, the Com- 
panies Creditors Agreement Act® can- 
not be utilized unless a compromise or 
arrangement is agreed to by a majority 
in number representing three-fourths in 
value of the creditors or class of credi- 
tors present and voting either in per- 
son or by proxy at the meetings held 
pursuant to the act. Provision is made 
that if a court so determines, the share- 
holders of the company shall be sum- 
moned in such manner as the court di- 
rects. 

The Dominion Companies Act* pro- 
vides that where a compromise or ar- 
rangement is proposed between a com- 
pany and its creditors, or its sharehold- 
ers, affecting the rights of sharehold- 
ers, the court having jurisdiction may 
order a meeting of the shareholders or 
class of shareholders to be summoned 
and that if the shareholders by three- 
fourths of the shares of each class repre- 
sented and voting agree to the compro- 
mise or arrangement and if the requis- 
ite majority of creditors also agree, a 
court may sanction such compromise or 
arrangement. 

The Commissioners found that in 
practice “compliance with the require- 


1. R. S. O. 1937, cap. 100. 


> 


Montreal Trust Co. v. Abitibi Power & Paper 
Co. et al, (1988) 1 D. L. R. 548. cf. also B. N. 
A. Act, 1867, secs. 91 and 92. 

3. Stat. of Can. 23-24 Geo. V, cap. 36. 

. Stat. of Can. 24-25 Geo. V, cap. 33, Sec 123. 


ments of these acts is often difficult and 
sometimes impossible,” there being no 
provision in Canadian bankruptcy pro- 
cedure for ascertaining what the prop- 
erty of the company is worth or what 
its probable earnings may be or what 
equity is available for the various class- 
es interested. 

As the Canadian law is now, if bond- 
holders for themselves conclude there 
is no equity, they simply proceed to 
foreclosure “through the unwholesome 
fiction of a sale.” Such a procedure, 
in the opinion of the Commissioners, 
is a pure fiction because, as pointed out 
in an elaborate Report of the Securities 
and Exchange Commission of the United 
States, ordinarily no one but a com-. 
mittee of bondholders could purchase 
the assets and, in the absence of com- 
petitive bids, the holders of the pri- 
mary securities can buy the property 
for much less than its real value, not 
only to the detriment of the junior se- 
curity holders but also to the disadvan- 
tage of bondholders who have not 
placed their bonds under the control of 
the committee. 


The Commissioners then referred to 
the procedure in the United States, as 
changed by the Chandler Act. (See 
Sept. 1938 Trust Companies 275.) 

In making these observations the 
Commissioners declared that they are 
“aware that any remedy for the situa- 
tion must be provided through federal 
and not provincial jurisdiction.” Their 
views are presented “in the hope that 
sufficient public interest may be aroused 
to bring about changes in the present 
law.” As a basis they recommend “a 
study of the United States legislation 
in this regard—but only asa basis. We 
think it can be improved on.” 


Oo——_ 


D. Ross Harrison, president of the Mis- 
souri Bank & Trust Company, Kansas City, 
has been appointed State Finance Commis- 
sioner by Governor Forrest C. Donnell, a 
post which he held for a year during the 
administration of former Gov. Caulfield. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


June 30, 1941 


RESOURCES 


Cash and Due from Banks 
U. S. Government Securities ..... 
State and Municipal Bonds 
Stock of Federal Reserve Bank 
Other Securities 
Loans, Bills Purchased and 

Bankers’ Acceptances 246,503,520.27 
Mortgages 18,642,239.78 
Banking Houses 11,907,189.52 
Other Real Estate Equities 2,996,969.62 
Customers’ Liability for Acceptances . . 6,187 342.83 
Accrued Interest and Other Resources . 2,303,940.94. 


$1,044,876,093.52 
LIABILITIES 


$ 8,592,780.00 
32,998,440.00 


$338,701,838.74 
346,935,912.81 
26,948,648.60 
2,242,450.00 
41,506,040.41 


Preferred Stock 
Common Stock 


Surplus and 

ndivided Profits .. 40,986,644.69 82,577,864.69 
4,904,097.97 

Common Stock Dividend 
(Payable July 1, 1941) 
Preferred Stock Dividend 
(Payable July 15, 1941) 
Outstanding Acceptances 

Liability as Endorser on 
Acceptances and Foreign Bills. .. . 206,735.78 
Deposits 949,477,244.19 


$1,044,876,093.52 


824,959.50 


214,819.50 
6,670,371.89 


Principal Office: 55 Broad Street, New York City 
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European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 
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Accounting and Evaluation of Trust Assets 
Methods for Control Outlined 


L. K. ELMORE 
Assistant Trust Officer, Phoenix State Bank and Trust Company, Hartford, Conn. 


T what stages in a trust depart- 

ment’s growth should the transition 
be made from hand posting to machine 
accounting, and from the latter to the 
tabulating card system? If this question 
were asked of a group of trust men it is 
doubtful if there would be much agree- 
ment in their answers. One trust de- 
partment with fifteen million of trust 
assets might be so well organized on a 
pen and ink system that no change 
would be absolutely necessary, although 
doubtless desirable, whereas another 
trust department with six million of 
trust assets might be in great need of 
a change to machine accounting. 

This difference of opinion is illus- 
trated by the following tabulation pre- 
pared from figures submitted in the Re- 
port of the Bank Commissioner of the 
State of Connecticut for the year ended 
September 30, 1939, covering trust de- 
partments of State Bank and Trust 
Companies, and information furnished 
by E. Gorton Rogers, Examiner: 


Number of trust departments ex- 


Trust departments with total assets 
under five million 
Using hand posting 
Using machine accounting 
Trust departments with total assets 
between five and ten million 
Using hand posting 
Using machine accounting 
Trust departments with total assets 
between ten and one hundred million 
Using hand posting 
Using machine accounting 
Trust departments with total assets 
in excess of one hundred million 
Using tabulating card system _. 1 


This article is based upon a portion 
of the thesis submitted by Mr. Elmore 
to The Graduate School of Banking, in 
partial fulfilment of the School’s require- 
ments for a Diploma. 


This tabulation does indicate, how- 
ever, that trust departments with assets 
in excess of ten million should employ 
machine accounting. 


Factors Affecting Transition 


LTHOUGH individual opinion dif- 

fers as to the proper time to make 
the transition from one accounting sys- 
tem to another, there are several under- 
lying factors other than the volume of 
trust assets that should influence the 
decision. These factors are: : 


1. Prospect of growth. This could be es- 
timated by a study of the potential 
field for trust services in the commun- 
ity with consideration given to com- 
petition, and to the number of inac- 
tive wills held by the bank and nam- 
ing the bank as fiduciary. 

. Trust department and bank earnings. 
Many trust departments, although rec- 
ognizing that their accounting records 
are obsolete, feel that the net earnings 
of the trust department and of the 
bank do not warrant the expense of 
the installation of a new system. It 
must be borne in mind, however, that 
starving the operations divisions is apt 
to bring disastrous results. 

. Type of trust business handled. A 
heavy concentration in custodian ac- 
counts might delay the decision to in- 
stall a machine system of accounting. 


Complete Transition Desirable 


HERE is a tendency on the part of 

some trust departments in making 
the change from a pen and ink to a 
mechanical system of accounting to in- 
stall as little equipment and make as 
few changes as possible, with the idea 
of adding to equipment and expanding 
the system when increased volume of 
trust business would seem to warrant. 
Unless such a procedure is, beyond 
question, made necessary because of 





Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
It is the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


financial reasons, that is, lack of trust 
department and bank earnings, it is not 
recommended. 


The hoped for additions and improve- 
ments to the system are often put off 
for extended periods of time and, con- 
sequently, many of the advantages of a 
machine system, such as accuracy, 
audit control and automatic safeguards, 
are not realized. Then again, additions 
and improvements are sometimes made 
without regard to the basic motif of the 
system, with the result that there is a 
lack of cohesion and unity in the sys- 
tem as a whole. 


A complete transition through the in- 
stallation of proper equipment, forms 
and procedure is desirable. The multi- 
plicity of forms and records that are 
necessary in such a system often creates 
a false mental hazard of complication 
that deters the institution in making a 
complete installation. In actuality, this 
same multiplicity of forms, if not over- 
done, may avoid duplication and allow 
simpler and easier posting. 
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Evaluation of Trust Assets 


HE method used for carrying the 

book values of trust assets materi- 
ally affects some of the forms and rec- 
ords of a trust accounting system. The 
facts disclosed by the returns to a trust 
statistics questionnaire on this and al- 
lied subjects sent out by the Trust Di- 
vision of the American Bankers Asso- 
ciation on June 8, 1937 to its member- 
ship indicate a striking lack of uniform- 
ity in methods. Out of 764 banks re- 
porting, 75.5 per cent carry the book 
values of their trust assets at their 
original inventory values or at cost 
prices if they have been purchased by 
the fiduciary, 11.4 per cent use par or 
unit values,* and 13.1 per cent use a 
combination of cost or inventory values 
and par or unit values. The trust de- 
partments using par or unit values are 
for the most part large in size and, con- 
sequently, the volume of assets repre- 
sented is out of proportion to the num- 
ber of banks involved. 

This lack of uniformity is further 
evidenced by the results of a similar 
questionnaire sent to all the Federal 
Reserve Banks by the writer. The pre- 
vailing practice, however, from a coun- 
trywide standpoint, seems to be as fol- 
lows: 


The use of cost or inventory valuations 
in court and living trusts, and to a slight- 
ly lesser extent in agency accounts hav- 
ing investment authority. 


The use of par or unit valuations in 
safekeeping and custodian accounts with 
a tendency toward this method in all 
agency accounts in some sections. 


By-Products and Advantages 


N case of voluntary trusts and agency 

accounts where the cost or inventory 
method is used, the securities original- 
ly turned over to the corporate fiduciary 
may be inventoried at the cost to the 
donor, or at the market value on the 
date the trust institution assumes re- 
sponsibility. Both methods are widely 


*By unit values is meant an arbitrary uniform 
control value that would be the same for each 
security unit held without regard to the inventory 
value or cost price. 
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used with a growing tendency toward 
the latter, in which case memorandum 
records of the donor’s costs are main- 
tained for tax purposes. Those insti- 
tutions using the cost to the donor do 
so primarily as an income tax aid, rely- 
ing on these figures in computing losses 
and gains on sales. For such use, how- 
ever, extreme care must be exercised, 
particularly in case of a security where 
there has been an issuance of rights or 
stock dividends, or where there have 
been several purchases and sales in a 
given security. In such cases it is apt 
to be difficult to maintain accurate costs 
on the regular inventory records. Fur- 
thermore, the use of these figures does 
not in any way reflect the trustee’s re- 
sponsibility which is effective upon his 
acceptance of the trust. 

Both general methods of carrying 
book values of trust assets cited have 
their advantages and disadvantages. 
The par or unit value method allows the 
immediate completion of entries with- 
out delay awaiting appraisal, and also 
has the advantage of simplicity of rec- 
ords and vault control. It is used in 
many large eastern trust departments 
in which cash and security records are 
handled by separate divisions. On the 
other hand, the use of this method 
has certain disadavantages: frequent 
changes in capital structure due to re- 
organizations etc. are not adequately 
reflected; it is misleading when applied 
to real estate; and it is of no value for 
statistical purposes. 

The inventory or cost method is ad- 
vantageous for accounting and report 
purposes as it reflects actual values, and 
a trustee is usually accountable for val- 
ues. Cost or inventory values are re- 
quired in many districts by courts on 
all trust accounts coming under their 
jurisdiction. Cost and inventory infor- 
mation must be maintained in a trust 
department, and it is logical that such 
values should be included in the ac- 
counting controls, otherwise, consider- 
able duplication would be necessary. 

Lastly, this method furnishes a satis- 
factory base for statistical information. 
Such information has a social and eco- 
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nomic value as it makes possible the de- 
termination of what portion of the total 
wealth of the United States is held by 
trust institutions, the rate of growth 
of trust institutions, and increase in 
tendency on the part of the public to 


use their specialized facilities. It also 
furnishes a satisfactory base for gov- 
ernmental reports on trust assets. 


Recommended Method 


HE following method of carrying 

the book values of trust assets is 
recommended for medium sized trust 
departments: 


1. Cost or inventory values on estates, 
court and voluntary trusts, and agency 
accounts having investment super- 
vision. Assets originally turned over 
to the trustee in voluntary trusts and 
agency accounts are inventoried at 
their market values on the date re- 
ceived. 

. Par values where possible, or other- 
wise unit values, on safekeeping and 
custodian accounts. 
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...an Investment 
backed by a Sound Structure 


Shares are issued, all on a parity, by individual Federal 
Savings and Loan Associations. The association issues no 
other securities; its borrowing power is strictly limited. 
Its investments are carefully selected, amortized first mort- 
gages. 

Each association provides for reserves and surplus before 
dividends; distribution of earnings and liquidation of ac- 
counts are assured by Federal law. The association is 
authorized to secure advances up to 50% of its paid-in 


capital from the Federal Home Loan Bank System (assets 
over $200,000,000) . 


The safety of each investor’s account in each association is 
insured up to $5,000 by an instrumentality of the United 
States. 


SELECTED FEDERALS, Inc. 


135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 


TE-7-28 









N June 30, 1941, the Supreme Court 
of Pennsylvania decided a case of 
great interest to Trustees and involving 
in its ultimate application millions of 
securities.* Four opinions were filed: 
the majority of Mr. Justice Linn and 
concurring opinion of Mr. Justice Maxey 
and dissenting opinions of Mr. Justice 
Stern and Mr. Justice Drew. Mr. Jus- 
tice Parker concurred in the result. All 
of the opinions agreed upon the law and 
the rule to be applied. The dissents 
were based upon and discussed mainly 
the application of that law and the 
particular facts involved in the case pre- 
sented to the court. 

The decedent died September 13, 1930, 
leaving a Will dated January 27, 1930, 
and a Codicil dated June 2, 1930. A 
considerable part of his estate consisted 
of non-legal securities. In his Will there 
Was no express power conferred upon 
the Trustees to retain. In October, 1931 
the account of the Executors was audited 
and certain non-legal stocks and bonds 
forming part of the testator’s invest- 
ments in his lifetime were awarded in 
kind to them as Trustees. In 1939 they 
filed their account as Trustees. At the 





*Casani’s Estate, January Term, 1941, No. 162. 


When to Convert Non-Legals? 


Important Decision Discusses “Reasonable Time” 
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audit, requests for surcharge were made 
and allowed; after argument on excep- 
tions to the adjudication, the surcharges 
were affirmed. Later reargument was 
directed by the Orphans’ Court en banc 
of its own motion, after which a major- 
ity of the court sustained the exceptions 
to the adjudication and refused the sur- 
charge. The guardian and trustee ad 
litem appealed to the Supreme Court. 


By reason of certain expressions in the 
original adjudication of the Auditing 
Judge the Corporate Fiduciaries Asso- 
ciation of Philadelphia deemed it im- 
portant to intervene and leave was grant- 
ed to their counsel to appear as amicus 
curiae. Subsequently, “about 136 trust 
companies, represented by an array of 
leading counsel, filed or joined in the fil- 
ing of a brief amici curiae.” 


Record Showed Good Judgment 


N his opinion Mr. Justice Linn review- 
ed the facts of the case and outlined 
the general rules to be applied: 


“If investments become non-legal or if 
non-legal investments are received with- 
out authority to retain them, they must 
be converted into legals [See, with refer- 













ence to the law in a number of jurisdic- 
tions: Bogert, The Trustee’s Duty with 
Regard to Conversion of Investments, 1 
U. of Chicago L. Rev. 28; Note, 89 U. 
of P. L. Rev. 227] with reasonable dili- 
gence.” 


and “reasonable diligence” means “with- 
in a reasonable time considering the cir- 
cumstances.” If the Trustees thus re- 
tained the investments waiting for what 
they thought was a proper time to sell 
it was then their burden to justify the 
decision and they had to show by the 
record that their retention of the secur- 
ities represented not a mere lack of at- 
tention but an honest exercise of judg- 
ment based on actual consideration of 
existing conditions. 


Mr. Justice Linn was of the opinion 
that this was shown by the record: one 
of the trustees followed the market con- 
stantly and considered the fluctuating 
prices, he consulted about the invest- 
ment with various persons connected 
with banks and brokers and he also con- 
sulted the then Controller of Philadel- 
phia. The Trustees were following the 
quotations of the securities and watch- 
ing them in the daily papers and invest- 
ment journals. In 1931 the Trustees 
entered into an agency agreement with 
one of the largest and soundest of the 
Philadelphia trust companies which ad- 
vised with them concerning the assets 
of the estate. This conduct, the majority 
opinion felt, came well within the rule 
and showed a retention of the securities 
which was based on an honest exercise 
of judgment in view of the existing con- 
ditions. In his words: 


“As the learned court has found that, 
in the honest exercise of judgment in 
conditions presented from time to time 
as disclosed by the record, they refrain- 
ed from selling because they thought 
sales then would be at an unreasonable 
sacrifice in respect of both principal and 
income, they have complied with the 
rule. 


“At no time is it apparent in the testi- 
mony that the retention by the trustee 
was by way of speculation, and to hold 
on in order to receive a better price than 
the securities were reasonably worth. 
Upon the contrary, the testimony reveals 
that the retention was a bona fide effort 
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to retain until such time as a sale of the 
securities would realize what the Trus- 
tees deemed to be their true value.” 


Mr. Justice Linn distinguished Sea- 
man’s Estate, 333 Pa. 358, 5 A.(2d) 
208,* on its facts for in that case the 
accountant had the same burden of jus- 
tifying his conduct and there the court 
found no adequate excuse for his reten- 
tion of the stocks since 1930. He said 
that Seaman’s Estate had never been in- 
tended to modify the rule as theretofore 
applied, for a fiduciary is vested with 
some measure of discretion and to some 
extent allowed the exercise of his own 
judgment as to the wisdom of selling 
securities under then prevailing market 
conditions. 


Distinction Between Legals and 
Non-Legals Retained 


N a concurring opinion Mr. Justice 

Maxey pointed out: “All agree that 
‘non-legal securities should be converted 
promptly in the absence of exceptional 
circumstances.’”’ And he found in the 
record as presented at court such cir- 
cumstances: the death of the testator 
eleven months after the beginning of the 
depression, the fact that the depression 
lasted a decade or more which was four 
years longer than any previous one had 
ever lasted, the prevailing view, among 
financial experts from 1930 to 1932, that 
the depression was temporary, a panic 
condition and abnormal and so forth. 
He stated further: 


“The majority opinion does not abol- 
ish the distinction between legal and non- 
legal securities in respect to their reten- 
tion by a trustee. When a trustee re- 
tains legal securities, the presumption is 
that he is doing his duty and while he 
may be surcharged for any supine negli- 
gence in retaining even legal securities 
when he should sell them, those who 
charge him with such negligence have 
the burden of proving it. In such a case 
the trustee’s discretion is wide and he 
will not be held liable for any losses 
which result from its honest and careful 
exercise. 

“If a trustee retains non-legal secur- 
ities for a long period of time, he does 


*See Winkelman, “Prospective and Retrospec- 
tive Wisdom,” Aug. 1939 Trusts and Estates 151. 
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LL institutional investors have one problem which recurs 
periodically — that of making changes in their invest- 
ment positions expeditiously. 


As investment dealers we are able to offer maximum 
assistance in this respect. Because our services include expert 
and close contact with markets in al] types of bonds, we 
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so at his peril, for his determination of 
what is a reasonable time to retain the 
securities is subject to judicial review, 
and if his retention of the securities is 
challenged the burden of justifying it 
is his.” 


Disagrees as to Reasonableness 


HE dissenting opinion by Mr. Jus- 

tice Stern stated that the important 
thing was to find the reasonable time to 
convert under the circumstances: 


“In Seamans’ Estate [supra] ... it is 
pointed out that there is ‘no rigid criter- 
ion’ as to the time in which a fiduciary 
must convert non-legals, and that ‘each 
case must depend largely upon its own 
circumstances,’ but that, in the absence 
of exceptional circumstances, they should 
be converted promptly. Under the facts 
of that particular case it was held that 
a year was the limit of time in which 
the securities should have been convert- 
ed, but there were suggested various 
types of conditions and circumstances 
under which a fiduciary would be ex- 
cused from converting non-legals within 
that or any other definite period.” 


He disagreed with the majority opin- 
ion in its application of the rule of “rea- 
sonable time” with the facts presented 
by the record; he felt that the conduct 
of the trustee in holding non-legal in- 
vestments for eight years on the ad- 
vice of stock brokers and investment 
counsel amounted to speculation and he 
could find no difference in the majority 
opinion from the case where the trustee 
was not given the authority to retain 
and the case where he was given the 
authority. In other words he thought 
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that the trustees in the present instance 
had retained the securities long past the 
period embraced in a “reasonable time.” 


Claims Promptness Is Required 


R. Justice Drew in his dissenting 

opinion was of the belief that the 
Auditing Judge had correctly applied 
the principles of law applicable to the 
facts in Seaman’s Estate, supra, and that 
the action of the court en banc in sus- 
taining exceptions thereto was based on 
a mistaken view of the effect of the 
subsequent decisions of Shipley’s Estate, 
337 Pa. 571, 12 A. 2d, 343, and Clabby’s 
Estate, 338 Pa. 305, 12 A. 2d, 71:* 


“The majority opinion of our Court, 
concurred in to this extent by this dis- 
sent, shows that Shipley’s Estate and 
Clabby’s Estate are distinguishable on 
their facts from Seaman’s Estate, and, 

- further, that Seaman’s Estate has not 

been overruled or modified. In Clabby’s 

Estate there was power given by the will 

to the trustee to dispose of the non-legal 

securities at his discretion, and also there 
was acquiescence on the part of the bene- 
ficiaries for the trustee to retain them. 

In neither the present case, nor in Sea- 

man’s Estate, was there either authority 

given to retain or acquiescence. 

“In Seaman’s Estate we held, follow- 
ing and amplifying the existing law, 
that ...non-legals must be sold promptly 
or with reasonable diligence, unless there 
is authority to retain, acquiescence of 
beneficiaries, or other unusual circum- 
stances. We decided that, under the 
facts there presented, that one year was 
a reasonable time in which those trustees 
should have sold.” 

He was of the opinion that the ma- 
jority opinion ignored the requirement 
of prompt conversion; that it destroyed 
the fundamental difference between leg- 
als and non-legals and made no distinc- 
tion between authorization to retain and 
the case where no such authority was 
given. He considered briefly the testi- 
mony presented and drew from it the 
conclusion that as the securities were 
marketable and nevertheless had been 
retained, therefore the trustees had 
treated them as legal investments and 
ignored their duty to convert promptly 
or within a reasonable time. 


*See April 1940 Trusts and Estates 448, 449. 
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This much, then, is certain: each case 
depends on and is governed by its own 
particular facts; Seaman’s Estate (as 
explained in the opinion of the court) 
is still the law; a trustee to whom has 
been awarded ‘non-legal” investments, 
who has no express power of retention, 
should convert them within a reasonable 
time; if he does not, he must show ex- 
ceptional circumstances justifying his 
conduct. 





24% Ceiling for Governments 


It is the aim of the Treasury Depart- 
ment to finance the Defense Program at 
a rate not above 242% per annum on any 
securities offered, according to Seymour 
Perkins, Jr., member of H. D. Swihart 
& Co., specialists in U. S. Government 
Bonds. Speaking to Savings Bank Bond 
Men in New York on June 4, he express- 
ed the conviction that the Government 
would be successful in this undertaking. 


“While the reception of March 2s, 
1950/48, was not as enthusiastic as it 
could have been, it was an indication that 
most institutions were interested in high- 
er yields,” Mr. Perkins continued. “But 
banks were reluctant to buy long bonds, 
because they were uncertain as to what 
kind of a rate could be established on 
long-term bonds. The spectre before 
their eyes was that each new issue would 
sell at a higher cost to the Government. 
While everyone was wondering what the 
Treasury Department was going to do 
about establishing a rate, the Secretary 
brought out the 2%s, 1954/52. 


“At first glance the Treasury offering 
would lead one to believe that taxing 
Federal obligations was costing the Gov- 
ernment a shade more than was antici- 
pated. But looking at it from another 
angle, the Treasury Department was 
cleverly breaking down the resistance to 
taxable securities, as well as testing their 
effect on the long-term market. Further- 
more, no one can say that Mr. Morgen- 
thau was trying to force a 2%4% rate on 
institutions. 


“The excellent reception of the 2%s, 
1954/52, was no doubt the cause of the 
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announcement of the terms on the De- 
fense Bonds. Following so soon after the 
new issue, it was almost a formal declar- 
ation that the Treasury Department was 
going to maintain a 244% rate. The 
current offering of 242s, 1958/56, broke 
all price records for new issues. 


“Another point about Mr. Morgen- 
thau’s new offerings is that he usually 
attempts to give the buyers what they 
want. I don’t mean by that that he is 
going to give you a 3% coupon, but he 
won’t sell a 244%, due 1970, until the 
market will take it.” 


Mr. Perkins concluded by saying that 
“Mr. Morgenthau does not have to put 
out long-term securities; he can shorten 
his offerings and still keep a 24%% rate 
if necessary. Furthermore, keep in mind 
that our banks are in the strongest posi- 
tion that they have ever been in, and are 
able to meet any requirements which our 
Government may need in an emergency. 
Large as the debt is, the United States 
can bear it.” 
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Comprehensive Fiduciary 
Service in Chicago 


This company—the first to qualify under the General Trust 
Company Act of the State of Illinois—has been continuously active 
in trust administration since 1887. Fifty-four years of experience 
in all types of fiduciary activity in this area qualify us to give you 
and your customers full cooperation on both corporate and 
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1941 List of Legals in New York 


The 1941 “legal list” of securities eli- 
gible for purchase by savings banks and 
trust funds in New York State, issued 
recently by Bank Superintendent William 
R. White, reflects the addition of securi- 
ties aggregating $875,007,402 and the 
elimination from the list of securities 
totaling $1,655,360,800, including various 
railroad obligations and maturing issues. 

The 1941 list carries State and muni- 
cipal issues valued at $11,000,000,000, 
about $2,589,000,000 of railroad securi- 
ties, $2,949,000,000 of public utility 
issues and $792,500,000 of corporates. 

In issuing the list, Superintendent 
White said: “The fact that a security 
appears on the list does not indicate that 
the Banking Department considers it 
a proper investment under all circum- 
stances . . . The question of whether 
a savings bank should purchase a partic- 
ular security which appears on the list 
is one which should be determined in 
each case by the management... ” 


MRR .OMO AW" 


es a 
1 RUST 


69 WEST WASHINGTON ST. 
CHICAGO 


WYEW QB 
RA _Q GGG A WM 


Federal Housing Act Extended 


Under the new provisions of the Federal 
Housing Act, which was recently extended 
for two more years, the maximum outstand- 
ing insurance liability under Title One is 
increased from $100,000,000 to $165,000,000. 
The maximum amount of Title One loans 
for modernization of residential structures 
for two or more families raised from $2,500 
to $5,000, and the maximum term for loans 
above $2,500 is extended from the former 
three years to five years. The authority 
of the Administrator under Title Two to 
insure mortgages on existing homes is ex- 
tended for three years, with a limitation of 
35%, against the former 25% maximum 
amount of insurance on existing homes. 
There is no time limit on Title Two insur- 
ance of new home mortgages. 

Administrator Ferguson points out that 
the extension and liberalization of modern- 
ization loans, making possible the rehabili- 
tation of old properties and in many cases 
their conversion into apartments, is an im- 
portant step in alleviating conditions 
brought about by a defense housing short- 
age. 
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Fallacy of Statutory Investment Standards 
Prudent Investor Rule Only Proper Basis 


GWILYM A. PRICE 
President, Peoples-Pittsburgh Trust Co., Pittsburgh, Pa. 


NE of the most familiar sights of 

our generation is an American cit- 
izen rising before an audience with the 
suggestion that a new law be passed or 
that an old one be amended. But my 
plea is unusual: it is for a law that will 
confer no special advantage on our par- 
ticular group; a law that will not give 
us greater protection or safety or sub- 
sidy; that will not hamper our competi- 
tors; that will not drain the public treas- 
ury; that will not increase taxes; that 
will not increase our revenue nor relieve 
us of responsibility. 

My plea is for a law which, if passed, 
will both broaden and accentuate our 
responsibilities; will perhaps lay us open 
to greater criticism in the pursuit of our 
fiduciary duties; certainly will obligate 
us to an even more painstaking study of 
our customers’ needs than is already the 
case. Yet it is such legislation as I 
believe should be on the statute books 
of every state which has not yet adopted 
it. 

“Do As Well As We Know How” 


MUCH-REPEATED story in recent 

years has to do with the farmer who 
refused to attend the lectures that would 
teach him to be a better farmer. “Shucks, 
what’s the use,” he is supposed to have 
said, “I ain’t even farmin’ now as well 
as I know how.” Like him, we trust men 
are not doing as well as we know how, 
but we would like to be permitted to do 
as well as we know how. 


The principal obstacle to such im- 
proved performance is in the form of 
statutes which require trustees, when 
they are not given broad discretion in 
the trust instrument, to select their in- 
vestments from an approved legal list. 
In Pennsylvania, we have labored under 
such a statute for a long period, and per- 


From address before West Virginia Bankers 
Assn. Convention, June 12, 1941. 


haps over one-half of all trust accounts 
must be operated under this limitation. 

This limitation of discretion gives only 
indifferent protection to our customers. 
Although it affords a much greater de- 
gree of protection to the trustee, it often 
results in evasion of his full responsibil- 
ity and in hiding behind the law even to 
his lack of discrimination in selecting 
investments. It has prevented invest- 
ment in many sound and thoroughly de- 
sirable securities. It has created a large, 
and in a sense fictitious, demand for . 
legal investments, of which there is an 
inadequate supply. 


Two Assumptions 


UCH statutes rest on the same pair 
of assumptions: 


1. A security will be sound in the fu- 
ture because it has been sound in 
the past. 

. The soundness of a security can al- 
ways be measured by some mathe- 
matical or statistical method alone. 


As a former member of the Pennsyl- 
vania Legislature, I know how difficult 
it is for a legislator to do well even a 
small fraction of the things that are 
demanded of him. When in doubt, he 
takes what seems to be the safest path. 
Unfortunately, this attitude does not 
take sufficient account of changing con- 
ditions. Merely because an industry or 
a class of securities has had a good past 
record is no assurance that its future 
record will be equally favorable. Mere- 
ly because the current financial state- 
ments of a company satisfy certain 
standards is no assurance that they will 
continue to do so. 

In mortgages, for instance, we in- 
vested on the security of bricks and 
mortar — we thought that to be real 
security, because it has physical per- 
manence. Should we not rather have 
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been guided by two other standards of 
measurement—the personal credit of the 
borrower, and the economic use to which 
the property might be put? Those are 
elements susceptible of continual change; 
yet they are the real criteria of value. 
And no rigid statute can adequately 
cover such factors. 


Law Lags 


HE basic law follows rather than 

precedes great economic and social 
changes. We are demanding enough of 
our legislators when we ask them to be 
accurate students of history. We should 
not expect them also to be adept in 
prophecy. That our Legislatures realize 
the impermanence of their own judg- 
ments is shown by the occasional addi- 
tion of new investments to the legally 
permissible list. But there is no equal 
trend toward removing from the list 
types of securities whose basic quali- 
ties have deteriorated. 
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The fundamental mistake which Leg- 
islatures make is that they prescribe 
specific classes of legal investments, when 
they should be setting general standards 
of investment policy. In so doing, they 
ignore the many intangible influences 
which affect investments. The mistake 
is inevitable because no combination of 
words can be devised which will foresee 
these influences or give an adequate ad- 
vance measurement of them. 


Actual worth of a security cannot be 
measured alone by a few mathematical 
factors. More important is the ability 
of the management to produce profits. 
What formula can take into account the 
labor relations of a company, its vulner- 
ability to strike and increased wage de- 
mands? What statute defining legal 
investments can comprehend such influ- 
ences as the trend of an industry, its 
possibilities of growth, its present and 
potential competition, the extent of its 
dependence upon patents and tariffs, its 
liability to governmental regulation or 
interference, the effects of technological 
improvements or social and _ political 
changes? 


A Simple Substitute 


EGISLATION cannot follow these 

influences from day to day. Yet it 
certainly cannot afford to ignore them, 
as it now does. It cannot discriminate 
between investments, except along lines 
so broad that in their application they 
are meaningless and without value. To 
discriminate further leaves no room for 
the exercise of judgment amid conflicting 
choices in a changing world. So, as 
things stand, Legislatures lay down 
rough rules of thumb which at best serve 
to shelter the inexperienced or complac- 
ent trustee, and at the same time hamper 
those trust companies which are equip- 
ped and willing to do a better job of ad- 
ministering their trust estates. 


The remedy for this situation is a 
simple one: the substitution, for these 
restrictive statutes, of a rule of plain 
common sense. There is such a rule in 
Massachusetts; two years ago, Connecti- 
cut adopted it by statute; it is applicable 
at present in at least seventeen other 
states. 
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Even if its theoretical advantages had 
not been freely confirmed by practical 
experience elsewhere, the record in Mass- 
achusetts alone would be enough to com- 
mend this rule of investment. For over 
two centuries there, the investment of 
trust funds has been governed by two 
sentences from the opinion in the case 
of Harvard College v. Amory: 


“All that can be required of a Trustee 
to invest is that he shall conduct himself 
faithfully in the exercise of a sound dis- 
cretion. He is to observe how men of 
prudence, discretion and intelligence man- 
age their own affairs, not in regard to 
speculation, but in regard to the perman- 
ent disposition of their funds, consider- 
ing the probable income as well as the 
probable safety of the capital to be in- 
vested.” 


The great questions of the law are be- 
ing more and more measured by stan- 
dards of conduct. The Massachusetts 
rule provides such a standard as to trust 
investments. That is why I hope we 
shall see it written into law throughout 
the nation. 


How the Rule Operates 


HAT first appears to be a general 
license to invest in anything soon 
is seen to carry with it many responsi- 
bilities. Undoubtedly, the investment 
duties of trustees are increased and can 
no longer be evaded merely by investing 
in securities on the legal list. On the 
other hand, such investments as govern- 
ment and municipal bonds, mortgages 
and a few other securities doubtless al- 
ways will be considered prudent invest- 
ments. If a trust company desires to 
extend investments beyond these classes, 
then through its own investment research 
staff or those of its correspondent bank, 
it can use its best judgment in selecting 
suitable investments. In many of our 
accounts we already have full discretion 
under the instrument, a responsibility 
which we have invited and do not now 
find burdensome. So the added respon- 
sibilities under this rule should not 
frighten us. 
Another result attending the adoption 
of the Massachusetts rule will be an in- 
¢<reased opportunity for needed diversi- 
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fication of trust investments. The prob- 
lem is simplified with a wider choice of 
investments. We have found in Penn- 
sylvania that diversification in smaller 
trusts, where the problem is most acute, 
can be best secured under a Common 
Trust Fund. 


Not A Matter of Size 


T has been argued that the adoption 

of the Massachusetts rule will aid the 
larger trust company and harm the 
smaller. I do not believe this, any more 
than I believe the statement often made 
in defense of our present Pennsylvania 
statute, that it is necessary as a guide 
to the smaller trust companies. 


The size of a trust company certainly 
is not the measure of its character or 
intelligence or diligence; nor is it the 
measure of its capacity to acquire in- 
formation regarding securities and to 
apply information to the advantage of 
its customers. 


That type of information 


FLEXIBLE 
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is now available to all trustees, and each 
of us is familiar with numerous trust 
men in small cities and towns who are 
thoroughly capable of interpreting such 
data in terms of their customers’ needs. 
Trust company performance is in direct 
ratio to the quality, not the quantity, of 
trust company personnel. 


I feel very strongly that this rule of 
the “prudent investor” will be most ad- 
vantageous to trustees in’ the solution of 
their investment problems — and this 
will be true primarily because it will be 
of advantage to our trust customers. I 
am sure you can show your Legislature 
that the ends sought are in the public 
interest. Legislators should understand 
that the existing rigid rule is a vain at- 
tempt to legislate good management. It 
should be made clear to them, above all, 
that what is proposed is for the prime 
interest of our trust beneficiaries because 
it will permit us to fulfill the broad ob- 
ligations of trustees in this changing 
world. That is the only proper basis 
for a rule of investment. 


Community Trusts Total $52,473,432 


At the close of 1940 the aggregate re- 
sources of Community Trusts had risen to 
$52,473,432, according to the results of a 
year-end survey, covering seventy-three 
such foundations in the United States, Can- 
ada, and Hawaii. The New York Commun- 
ity Trust, with assets of $9,409,021, led the 
others, followed by Chicago with $9,126,- 
048, the Cleveland Foundation with $6,745,- 
785, the Boston Permanent Charity Fund 
with $5,535,761 and the Winnipeg Founda- 
tion with $3,422,191. In additional funds 
received during 1940 the New York Com- 
munity Trust led with $5,207,281, ten times 
as much as its nearest rival. 

Charitable disbursements by community 
trusts in 1940 exceeded by more than 30% 
those of any previous year and totaled 
$2,225,396, compared with $1,277,927 the 
year before. 

a 

The Quaker City Federal Savings and 
Loan Association of Philadelphia recently 
became the first Federal in the country to 
reach the $1,000,000 mark in trust fund 
investments by banks and trust companies. 
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Investment Under Discretionary Powers 
Stocks or Bonds for Trust Portfolios? 


DALE E. SHARP 
Investment Trust Officer, Guaranty Trust Company of New York 


NTIL fairly recently, trustees gen- 

erally have adhered to a policy of 
buying for their trusts only fixed income 
securities. But in the past few years, 
more and more of them have deviated 
from this policy and nearly all those who 
haven’t have been questioning the wis- 
dom of it. What have the developments 
been that have caused this questioning 
of these former standards? First, has 
been the progressive decline in interest 
rates. Second, since 1933 trustees have 
been considering not only the dollar 
amount of income earned for their bene- 
ficiaries, but the purchasing power of 
that income as well. 

Corollary to the very tangible problem 
of how to protect the shrinking dollar in- 
come, was the intangible one of trying 
to foresee the effects that the rapidly 
changing political, economic, and finan- 
cial conditions would have on the pur- 
chasing power of an already diminished 
dollar income. The deliberate deprecia- 
tion of the dollar—recurring federal def- 
icits—and expanding bank reserves were 
regarded by many outstanding econo- 
mists as insuring inflation in the prices 
of all things which trust beneficiaries 
have to buy with their dollars. We all 
know how wrong they have been up to 
now, but we all fear that belatedly they 
may be right. 

Factors that were not present in the 
1933 to 1937 boom have entered the pic- 
ture—full employment of three of the 
four Ms—men, machines, and materials 
(only money is_ still unemployed), 
sharply rising wage rates which are driv- 
ing costs upward on the one hand and 
creating a huge additional purchasing 
power on the other, shortages of cer- 
tain strategic materials, shortage of 
shipping facilities affecting the price of 
all imported commodities and of some 


From address before Trust Company Section, 
Pennsylvania Bankers Convention, May 22, 1941. 


domestic bulk commodities customarily 
moving by water and the desire of the 
Government to curb price inflation, al- 
though its action in rising the loan rates 
on certain agricultural commodities and 
the operations of the Federal Surplus 
Commodities Corporation are having an 
opposite effect on many of the items 
making up the family budget. 


Cautions on Common Stock 


Every war in history has brought an 
inflation of one kind or another. Is his-° 
tory to be defied in the present case— 
the centralized powers of our Govern- 
ment to be adequate and to be intelli- 
gently enough administered to smother 
the natural tendency of prices to rise in 
such an environment? The cost of liv- 
ing is rising. Whether it will level out 
in the near future or parallel the exper- 
ience of the last war, I don’t know, but 
I am sure that we in the trust depart- 
ments are going to find ourselves under 
increasing pressure to obtain more in- 
come for our life tenants. 

If we do it by buying common stocks, 
we should understand what we are do- 
ing and what the risks are. The Dow 
Jones average of industrial stocks is 
314% above the low point of last June, 
the railroad average 26% above, and the 
utility average about 4% below. The 
averages hide the deviations of individ- 
ual stocks. Of the thirty stocks in this 
average, the investor today would have 
losses—in some cases substantial losses—— 
on five of them. And all five are what 
are generally’ regarded as investment 
stocks. 


In considering the purchase of com- 
mon stocks, it is difficult not to think too 
much about their appreciation possibil- 
ities. This is perhaps justified in the 
negative sense, in that we do not want 
to buy stocks that are going down. But 
we are not charged with increasing prin- 


15 





Guaranty Trust Company 
of Canada 


TORONTO WINDSOR NIAGARA FALLS 


Under Dominion Government Supervision 


cipal. We should therefore avoid any 
action which smacks of speculation, — 
and we should buy stocks only when we 
think they are reasonably priced and 
sell them if it appears that they are 
exorbitantly priced. We should not, I 
think, attempt to catch short term 
swings, although we may defer purchases 
or sales during such periods. 


The difficulty of course is to tell when 
a short term swing is going to grow into 


a long term one. A study of the many 
statistical series which are available to 
us, particularly the volume of business 
activity and its trend, as well as the 
rate of new ordering and the level of 
inventories, should give us something 
more than just a hunch to go on. It 
behooves us to study the general business 
and financial statistics, as well as the 
position of individual industries in the 
general cycle, and the reports of indi- 
vidual companies. The keeping of ade- 
quate records of these studies cannot be 
too strongly emphasized, because an in- 
finite amount of work on them may do 
you no good if you are mistaken in your 
judgment and cannot produce them in 
court. 


Tax Exemption and Public Bonds 


The yields from tax-exempt bonds 
seem well on their way to approaching 
zero. This of course affects a relatively 
small number of our trusts, and it is a 
peculiar quirk of fortune that up to now 
the beneficiaries of these trusts have 
been least affected by the tremendous 
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decline in bond yields. Municipal bonds 
for the most part are non-callable and 
many of the 4% and 5% bonds bought 
for these trusts in the Twenties and early 
Thirties are still in the accounts. As 
they run off, however, the reduction in 
income is correspondingly greater than 
usually results from the maturity or 
redemption of a taxable bond. If there 
is no material rise in interest rates in 
the next few years, these beneficiaries 
will find themselves with but 20% to 30% 
of their former incomes. And as the 
tax rates in the middle brackets rise, 
more and more investors are pushed over 
into tax-exempt securities. 

I think there is a fairly general expec- 
tation that sooner or later, new issues of 
state and municipal bonds will be made 
taxable. For this reason, many muni- 
cipal specialists have been advising pur- 
chase of the longest term municipal 
bonds. That would seem to be sound 
advice—even after allowing for the large 
amount of municipal bonds held by in- 
stitutions that do not need tax-exemp- 
tion—if it were not for another possi- 
bility. The Treasury Department re- 
cently filed a deficiency tax assessment 
against certain holders of Port of New 
York Authority bonds. The Supreme 
Court may limit its decision to the tax- 
ability of the income from these partic- 
ular bonds, but it is entirely possible that 
it will go outside the specific points in- 
volved and say what the 16th Amend- 
ment already says, that the Congress 
shall have the power to lay and collect 
taxes on incomes from whatever sources 
derived. 

If this were to happen, a policy of 
buying only the longest term municipal 
bonds would have been a very mistaken 
one. Here again the safest policy seems 
to be a compromise—the purchase of as 
short maturities as the income require- 
ments of the beneficiary permit. This 
policy would also fit in with one based on 
an expectation of a gradual rise in in- 
terest rates. 

A word about a new investment med- 
ium. The new Series G Defense Sav- 
ings Bonds are actually made to order 
for us and I had something to do with 
the tailoring of them. They yield more 
than open market Government bonds and 
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more than high grade corporate bonds 
of similar maturity—when allowance is 
made for the exemption from local taxes, 
they may yield more than many long 
term corporates. They have a floor on 
the price through the scale of redemp- 
tion values and—what is perhaps more 
important to a trustee—they are redeem- 
able at par upon the termination of a 
trust owing to death. 


They are not, of course, particularly 
suitable for a trust which by its terms 
terminates before maturity of the bonds, 
unless the remainderman is adult and 
agrees to their purchase. If redemption 
prior to maturity is desired, it will pre- 
sumably be because other securities can 
be purchased on a much more attractive 
basis than at present, which should pre- 
clude any objection on accounting. Where 
income is accumulated, as in a Guardian- 
ship, the Series F bonds seem more ap- 
propriate and are more economical in 
administration. 


4.4% Yield in Pennsylvania 
Company’s Common Fund 


The first annual report of the Dis- 
cretionary Common Trust Fund of the 
Pennsylvania Company for Insurances 
on Lives and Granting Annuities of 
Philadelphia, shows a steady growth 
from $296,900 invested by 89 trust ac- 
counts on July 1, 1940, to more than 
$5,658,000 on June 30, 1941, with 649 
trust accounts participating. Unit val- 
ues, par for which was 100 on July 1, 
1940, reached a high of $103.45 on Dec. 
31, 1940, a low of $98.28 on May 31, 
1941, and stood at $100.43 on June 30, 
1941. Earnings of the fund for the 
year amounted to $4.46 a unit, equiva- 
lent to a yield of 4.4% on the average 
price. However, as 71 cents of these 
earnings consisted of interest and divi- 
dends accrued but not yet payable as 
of June 30, 1941, the actual income dis- 
bursements for the first year amounted 
to $3.75 per unit. Hereafter, annual 
dividend payments should approximate 
the actual earnings. 


Total assets, as of June 30, 1941, were 
$5,758,787, including $69,972 in cash, 


OPPORTUNITY FOR A 
PROGRESSIVE TRUST 
DEPARTMENT 


Man of character, personality and ability 
with 20 years’ experience buying and 
selling securities for well known invest- 
ment firms in New York City and north- 
ern New Jersey, wishes to capitalize upon 
his knowledge and experience and assist 
Trust Officer in supervising investments 
for trust funds and for private investors. 
Has specialized last seven years in anal- 
yzing customers’ holdings. Successful 
with both men and women investors. 
Now employed. Married. Christian. Can 
locate anywhere. 


Address Box L, TRUSTS and ESTATES, 
50 E. 42nd St., N.Y.C. 


$39,414 receivables, $2,561,330 in bonds 
which cost $2,549,732, $1,190,346 in pre- 
ferred and guaranteed stocks which cost 
$1,190,755, and $1,897,725 in common 
stocks which cost $1,981,368. It is the 
present policy of the trustee to limit 


common stocks to not over 35% of the — 


Fund. 

Under the terms of the plan, all in- 
come received by the trustee, after de- 
duction for independent auditors’ fees, 
is paid to the participating trust ac- 
counts. There is, therefore, no “income 
reserve” nor can the trustee retain any 
of the Fund’s income for purposes of 
reinvestment. 


Foreclosures Drop 


The downward trend in urban real estate 
foreclosures continued in April, with the 
number, 5,445, being the second lowest fig- 
ure for any one month in more than a de- 
cade, it was reported by economists of the 
Federal Home Loan Bank Board. 

The number of homes foreclosed by all 
types of mortgage lenders in April totaled 
3.6 per cent less than in March and 15 per 
cent below April 1940. The April fore- 
closure rate was 3.5 per thousand non-farm 
dwellings. During the first four months 
of 1941 there were 21,519 urban foreclos- 
ures, or 14.2 per cent below the same period 
in 1940. 


Revocable Trusts May Buy 
Defense Bonds 


Under a recent amendment to Treasury 
Department Regulations, investment of re- 
vocable living trust funds is permitted in 
Defense Savings Bonds, Series F and G. 
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Where There’s a Will... 





( NE of the wealthiest men in the 

country, yet one of the least known 
to the general public, Arthur Curtiss 
James, financier, railroad industrialist 
and yachtsman, died recently, bequeath- 
ing nearly 80% of his extensive estate 
for the establishment of the “James 
Foundation,” the income from which is 
to be used to aid charitable, religious 
and educational institutions. He direct- 
ed that the board of trustees consist of 
seven persons, two of whom were to be 
named by his wife and one by the United 
States Trust Company of New York City, 
co-executor of the estate. Mr. James 
bequeathed one-tenth of his estate to 
the United States Trust Company as an 
executor of the estate of his wife, Mrs. 
Harriet Parsons James, who died about 
a month ago, with directions that it be 
distributed as part of her personal es- 
tate under the terms of her will. 

Born to great wealth, having inher- 
ited the bulk of his father’s $26,000,000 
fortune in 1907, Mr. James built up a 
rail empire that covered a quarter of 
the country and included a seventh of 
the total United States railroad mileage. 
His copper, silver and gold mine holdings 
were enormous. He was one of the ten 
richest men in the country, and several 
years ago James W. Gerard named him 
as one of the fifty nine men who “rule” 
America... 

As this large fund entered the scene, 
another departed when a half-dozen men 
and women met recently in an obscure 
cafeteria in New York City, approved a 
$2,000,000 balance sheet, and disbanded 
the American Fund for Public Service, 
popularly known as the Garland Fund. 
Founded in 1922 by Charles Garland, 
who decided not to accept his million 
dollar share in the estate of his father 
James A. Garland, Boston millionaire, 
the fund has had a sensational, widely 
publicized existence. Despite the fact 
that money was disbursed lavishly dur- 
ing the Twenties for the promotion of 
liberal and radical causes, the fund more 
than doubled in value as a result of the 
market boom of the post-war decade. 
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In recent years the foundation’s funds 
have run short, thus bringing to an end 
Mr. Garland’s unique philanthropic or- 
ganization which Benjamin Stolberg, in 
a recent issue of the Saturday Evening 
Post, called “one of the most efficient 
engines of communist propoganda in the 
United States... ” 


* * * 


For twenty years the Central Hanover 
Bank and Trust Company of New York 
City, trustee of the estate of Sarah 
Banker, on which accounting proceed- 
ings were recently instituted, searched 
for Edward Eugene Moll, the decedent’s 
grandson, for whom a trust of $5,000, 
which grew to nearly $50,000, had been 
established. For years detectives hired 
by the bank’s attorneys visited hospitals 
and morgues, searched police, cemetery 
and customs house records and ran down 
clues that took them from the Atlantic 
to the Pacific Coast. Finally Moll was 
found—but too late. He had become a 
habitue of New York’s Bowery, the 
Avenue of Derelicts, and had died an in- 
mate of a lunatic asylum ... Henry O. 
Young, the missing man’s half-brother, 
was located in Seattle. He is the prin- 
cipal beneficiary ... 


* * * 


Juan F. Brittingham, an American 
who spent more than fifty years in Mex- 
ico developing some of the country’s first 
industries, appointed the Citizens Na- 
tional Trust and Savings Bank of Los 
Angeles, executor of his estate. Mr. 
Brittingham founded Mexico’s first 
plants for the manufacture of cotton- 
seed soap, glass and cement. He also 
organized the Bank of Laguna at Tor- 
reon. Famous for his humanitarian pol- 
icies, Mr. Brittingham was credited with 
establishing at each of his plants hos- 
pitals, schools and recreational facilities. 

The Cleveland Trust Company was 
named executor and trustee under the 
will of its late president Harris Creech. 
Under Mr. Creech’s leadership, which 
began in 1923, the bank rose to twen- 
tieth place among the banks of the na- 
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tion in resources, now over the half-bil- 
lion dollar mark. The bank is the largest 
commercial bank and trust company in 
Ohio and maintains forty-seven branches 
in Cleveland and near-by communities. 
From utility clerk in the old Garfield 
Savings Bank in Cleveland, he rose rap- 
idly to the presidency of that institution. 
When it was merged with the Cleveland 
Trust he became an executive officer, and 
the following year president. In 1933 
false rumors that the bank was ready to 
close its doors were spread, causing one 
of the wildest bank runs in the history 
of Cleveland. President Creech climbed 
on a counter in the bank and addresed 
the crowd, assuring anxious depositors 
that the bank was sound and that it 
would remain open two hours later than 
usual to facilitate withdrawals. The 
confidence of the depositors evidently 
returned for in 1935 the directors re- 
ported record deposits of over $300,000,- 
Gee os 
* * * 

Reuben Columbus Bland, who gained 
nation-wide publicity in 1926 as the 
“champion father” (of thirty-four chil- 
dren) and was taken to Washington to 
call on President Coolidge, died recently 
leaving no estate and fourteen children. 
Mr. Bland’s two wives had also prede- 
ceased him. Fifteen children were born 
to his first wife, whom he married when 
he was 19, and nineteen to his second 
wife . 

The Associated Press in a recent dis- 
patch related the story of Mrs. Emilie 
Briere of Dayville, Conn., who died re- 
cently leaving 285 descendents. Mrs. 
Briere had 18 children, 11 of whom are 
living. She also left 65 grandchildren, 
203 great-grand-children and six great- 
great-grand-children. After leaving her 
farm with “all appurtenances thereto” 
to a son-in-law, and bequeathing the sum 
of one dollar to another, she directed her 
executor to set aside fifty-two dollars, 
“for the purpose of having fifty-two 
masses said for the repose of my soul 


within one year after my death...” 
* * * 


George R. Loyall, retired president of 
the Norfolk Southern Railway and a 
former vice president of the Southern 
Railroad, appointed the National Bank 
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of Commerce of Norfolk, Va., co-execu- 
tor and sole trustee of the estate. When 
the United States Government took over 
all the railroads during the World War, 
Mr. Loyall became assistant federal 
manager of a number of large Southern 
railway lines. In 1918 he was promoted 
to the post of assistant to the regional 
director in charge of the operation of all 
railroads in the Southern region; and in 
1920 went to Washington, D. C., where 
he became assistant vice president in 
charge of operation of the Southern Rail- 
way System... 
* * * 

Lewis Buckley Stillwell, a life trustee 
of Princeton University and one of 
America’s leading electrical engineers, 
appointed the Trenton (N. J.) Banking 
Company executor and trustee of his 
estate. Joining the Westinghouse Elec- 
tric and Manufacturing Company in 
1886 as an assistant electrician, he rose 
to the post of chief electrical engineer 
by 1891. His contributions to the lay- 
out and design of the first plant of the 
Niagara Falls Power Company, led to 
his appointment as director of that com- 
pany. A former president of the Amer- 
ican Institute of Electrical Engineers, 
Mr. Stillwell was also president of the 
American Institute of Consulting En- 
gineers, and on the board of the Cham- 
ber of Commerce of the United States. 

Charles M. Schwab, the steel magnate 
who was believed to be worth $200,000,- 
000 at one time, owed more than $300,000 
in Pennsylvania when he died in Sep- 
tember 1939, according to a recently filed 
report of the National Bank of Ebens- 
burg, Pa., ancillary administrator of the 
estate. The estate has assets of only 
$50,000, which will be used to pay the 
creditors on the basis of 12.82% of their 
original claims. Very Rev. John P. J. 
Sullivan, president of St. Francis Col- 
lege, of which Schwab was an alumnus, 
reported that the former president of 
Bethlehem Steel owed the college $25,- 
000 for an unsecured loan. Father Sul- 
livan made the information public be- 
cause it was generally believed that Mr. 
Schwab left the college an endowment 
of $2,000,000. Such reports, he said, 
made it difficult for the school to obtain 
endowments and gifts... 
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Personnel Changes in Trust Institutions 


ALABAMA 


Mobile—CURTIS KENDALL, trust offi- 
cer of the American National Bank since 
1934, was recently elected also vice presi- 
dent. 


Mobile—TURNER RICE, JR., has joined 
the staff of the First National Bank as trust 
officer. He has been a national bank ex- 
aminer for the last seven years. 


GEORGIA 


Atlanta—EDWARD D. SMITH, for many 
years a director and member of the trust 
committee of the Fulton National Bank, was 
recently elected vice president in charge of 
the trust department. Mr. Smith will de- 

vote his full 
time to bank- 
ing activities, 
having retired 
as vice presi- 
dent and gen- 
eral counsel of 
the Southern 
Bell Telephone 
and Telegraph 
Company, af- 
ter 22 years 
of distinguish- 

ed service. 
Attorney by 
profession, Mr. 
= Smith entered 
EDWARD D. SMITH the general 
practice of law in Birmingham, Ala., being 
elected City Attorney in 1907 and serving 
seven terms without opposition. Active also 
in state and national politics, Mr. Smith 
was elected Democratic National Commit- 
teeman from Alabama by a statewide popu- 
lar vote in 1916 and served in that capacity 
until 1919 when he came to Atlanta as gen- 
eral solicitor of the telephone company. He 
was made general counsel of the company 
in 1929 and shortly thereafter was elected 

vice president. 

Dublin—VICTOR B. JENKINS, president 
of the Citizens and Southern National Bank, 
has been promoted from president to vice 
chairman of the board; and CHARLES U. 
SMITH, vice president, who has been with 
the bank for 24 years, was elevated to the 
presidency. 

Macon—HARRY MARSHALL was re- 
cently appointed assistant trust officer of 
the Citizens and Southern National Bank. 
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ILLINOIS 


Chicago—BENJAMIN V. HALSTEAD 
has resigned as trust counsel for the Met- 
ropolitan Trust Company to enter private 
practice at Petoskey, Mich. 

Chicago—W. H. HEITMANN, an attor- 
ney who was assistant trust officer of the 
American National Bank and Trust Com- 
pany, has been elected vice president of the 
newly organized Northwestern National 
Bank. 


MINNESOTA 


Minneapolis—JOSEPH W. NEIMER was 
recently elected associate trust officer of 
the Marquette National Bank; EDWARD 
SCHMITT, associate mortgage loan officer, 
and HAROLD R. GABRIELSON, assistant 
income advance officer. 


MISSOURI 


St. Louis—WILLIAM A. BERRYMAN, 
for 18 years active in St. Louis insurance 
circles, has been named to head a new life 
insurance trust department of the Missis- 
sippi Valley Trust Company. The purpose 
of this department is to provide a service 
in the analysis of insurance trust needs. 


NEW JERSEY 


Newark—The National State Bank has 
announced the following promotions: 
FREDERICK I. WILSON, trust officer, to 
be vice president and trust officer; GEORGE 
E. WILLIAMS, assistant trust officer, to be 
assistant cashier and assistant trust officer, 
and SHERRED DEPUE, to be assistant 
trust officer. 

Westfield — DONALD McDOUGALL, 
trust officer and assistant secretary of the 
Peoples Bank and Trust Company, is now 
trust officer and secretary. GORDON T. 
PARRY, formerly secretary and treasurer, 
was elected vice president and treasurer, 
and Miss HELEN H. PIERSON, assistant 
treasurer, was chosen also assistant secre- 


tary. 
NEW YORK 


Buffalo—WALTER H. BOYD, JR. was 
advanced from trust investment officer to 
assistant treasurer of the Marine Trust 
Company. He has been in the bank’s in- 
vestment department since 1930 and has 
been trust investment officer for the last 
five years.: 
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Lawrence—CLAYTON L. SEAMAN was 
recently promoted from cashier and trust 
officer to executive vice president and cash- 
ier of the Lawrence-Cedarhurst Bank. 


New York—FREDERICK V. GOESS has 
been elected president of the Prudential 
Savings Bank of Brooklyn. Mr. Goess, who 
had been vice president of the Manufac- 
turers Trust Company, succeeds CHARLES 
WISSMAN who will become chairman, 


New York—CARL E. BUCKLEY was ad- 
vanced from second vice president to vice 
president in the trust department of the 
Chase National Bank; EDWARD 4G. 
KRIEGER was appointed assistant trust 
officer. 


New York—The City Bank Farmers Trust 
Company recently announced the advance- 
ment of BASCOM H. TORRANCE and ED- 
WARD C. SMITH from assistant vice presi- 
dents to vice presidents, and the promotion 
of ANTHONY G. QUAREMBA, assistant 
secretary to assistant vice president. 
CHARLES F. PIEDMONTE, JOHN F. 
FITZGERALD, HENRY B. MALONEY and 
ROBERT C. OLEY were named assistant 
trust offcers, and JOHN H. B. KOHLER 
was named an assistant secretary. Mr. 
Torrance is in the investment department 
and Mr. Quaremba is a specialist on tax 
problems. 


New York—FREDERICK E. HASLER, 
who has been chairman of the executive 
committee of the Continental Bank and 
Trust Company for the last ten years, was 
recently elected chairman of the board. In 
recent years, Frederick E. Hornby, presi- 
dent of the bank, had also acted as chair- 
man. Mr. Hasler is a vice president of the 
Chamber of Commerce of the State of New 
York and is a director of several industrial 
corporations. 

New York—Guaranty Trust Company re- 
cently announced the transfer of ROBERT 
H. CRAFT, second vice president, to the 
United States Government Bond Depart- 
ment. This department will be under the 
joint supervision of Mr. Craft and ARTHUR 
H. KIENDL, also a second vice president. 

New York—RICHARD H. WEST was re- 
cently promoted from assistant vice presi- 
dent to vice president of the Irving Trust 
Company. Mr. West, who joined the bank’s 
staff in January, 1930, is in the company’s 
personal trust division, in charge of the 
bank’s institutional and fiduciary invest- 
ments in mortgages and real estate. 

New York—HAROLD PHILIPS has been 
elected an assistant trust officer of the 
Manufacturers Trust Company. 


OHIO 


Cleveland—C. C. BURCHARD, assistant 
trust officer of the Central National Bank, 
has been appointed personnel manager. 


Cleveland—I. F. FREIBERGER was re- 
cently elected to the newly created post of 
chairman of the board of the Cleveland 
Trust Company. At the same _ time 
GEORGE GUND was elected president of 

the bank, suc- 

ceeding the 

late Harris 

Creech, who 

died May 18. 

Mr. Freiberg- 

er, one of the 

country’s out- 

standing ad- 

ministra- 

tive officers in 

bank and trust 

work, has been 

a director of 

the institution 

since 1939 and 

- “== has been with 

I. F. FREIBERGER the bank since 

1901. He has been in charge of the trust 

department which ranks with the largest in 

the world. Mr. Gund has been a director 

since 1937, and one of the high spots in his 

career was the development of Kaffee Hag 
Coffee which 
he later sold 
to the Kellogg 

Company. 

The two 
bank leaders 
issued the fol- 
lowing joint 
statement: 

“The men 
who _ preceded 
us at the head 
of the Cleve- 
land Trust Co. 
have left a 
deep impres- 
sion on their 
associates and GEORGE GUND 
on the principles and policies of this insti- 
tution. Under Mr. Goff’s [F. H. Goff] 
leadership certain high standards were 
adopted, and his administration and that of 
Mr. Creech reflected a rigid adherence to 
such standards and to old-fashioned con- 
servative principles of banking. 

“We have no other thought than to con- 
tinue in the way that they led. There will 
always be in the Cleveland Trust Co., as far 
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as we can determine it, a spirit of com- 
munity service and a profound sense of re- 
sponsibility for the deposits and estates left 
in this bank’s care.” 


TEXAS 


Fort Worth—MURRAY KYGER, vice 
president and 
trust officer of 
the Houston 
Land and 
Trust Com- 
pany, and a 
leader in 
Southwestern 
trust circles, 
has resigned to 
become vice 
president 
of the First 
National Bank 
of Fort Worth, 
effective Aug- 
ust 15. Mr. 

MURRAY KYGER Kyger is a 
member of the class of 1938 of the Grad- 
uate School of Banking where he majored 
in trusts. 


VIRGINIA 


Richmond—Two major promotions were 
announced recently in the State-Planters 
Bank and Trust Company, as JULIEN H. 
HILL, president of the bank since 1920, was 
elevated to the 
chairman- 
ship of the 
board of direc- 
tors, sng 
HARRY H. 

AUGUS- 

TINE, execu- 

tive vice presi- 

dent, to the 

presidency. 

Under Mr. 

Hill’s leader- 

ship, the 

bank’s re- 

sources in - 

creased from 

approxi- HARRY H. AUGUSTINE 
mately $20,000,000 to $77,000,000. He is 
a director of several corporations and a 
former president of the State Chamber of 
Commerce. Mr. Augustine, who is active 
in the civic and financial affairs of his com- 
munity, began his banking career with the 
First National Bank of Richmond in 1907. 
He was made executive vice president of 
the State-Planters in 1937. 
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Trust Institution Briefs 


San Francisco, Cal.—Establishment of a 
Defense Contract Information Office in 
Washington, D. C., by the Bank of Amer- 
ica, N. T. & S. A., as an aid to defense 
production, has been announced by Pres- 
ident L. M. Giannini. Information devel- 
oped by the office concerning defense con- 
tracts, priorities, etc., is to be relayed to 
all branches of the Bank of America 
throughout California, and there made 
available to business men and manufac- 
turers. 

Hartford, Conn.—Charles C. Russ, vice 
president of the Hartford-Connecticut 
Trust Company, observed his 30th anni- 
versary with the bank on July 1. After 
practicing law for a year, he went to the 
Hartford Trust Company where he took 
part in the organization of the bank’s new 
trust department. He was the first trust 
officer and was elected vice president in 
1931. 

Bangor, Me.—The Eastern Trust and 
Banking Company, whose president, Wil- 
liam P. Newman, has just been elected pres- 
ident of the Trust Company Section of the 
Maine Bankers Association, has a sound and 
growing trust department whose assets are 
over $8,000,000, an increase of nearly 
$5,000,000 since 1933. 

Brooklyn, N. Y.—Chester A. Allen, vice 
president of the Kings County Trust Com- 
pany, has been elected a trustee of the Wil- 
liamsburgh Savings Bank of Brooklyn. 


New York, N. Y.—John F. Flaacke, as- 
sistant secretary of the Chemical Bank and 
Trust Company, on July 12 began his 71st 
year of continuous service with the bank. 
In point of service he is the dean of New 
York bankers and as far as is known, for 
length of continuous service with one in- 
stitution he holds the record for the entire 
country. 

Cleveland, Ohio—Hugh H. Allyn, vice 
president of The Cleveland Trust Company, 
recently completed his fortieth anniversary 
in banking. Mr. Allyn joined the Western 
Reserve Trust Company in 1901; in 1903 
that bank was merged with The Cleveland 
Trust Company. Practically all of Mr. Al- 
lyn’s experience has been in the trust de- 
partment where he supervises operations. 
The bank has one of the largest trust de- 
partments in the world. 

Cleveland, Ohio—A career of several de- 
cades in the United States Army, active and 
reserve, reached a peak for Col. Leonard P. 
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Ayres, 61-year-old vice president-on-leave 
of The Cleveland Trust Company, when he 
was nominated by President Roosevelt on 
July 10 for promotion to the rank of brig- 
adier general. 

Steubenville, Ohio—The National Ex- 
change Bank and Trust Company celebrated 
its 125th anniversary recently. Originally 
chartered as the Farmers and Mechanics 
Bank of Steubenville, its name was changed 
a number of times up to 1902 when it 
merged with the National Exchange Bank. 
H. E. McFadden is president of the insti- 
tution. 

Spokane, Wash.—The Comptroller of the 
Currency announced a change in the name 
of the Old National Bank and Union Trust 
Company to the Old National Bank of 
Spokane. The reason for the change, ex- 
plained Mr. Witherspoon, chairman of the 
bank’s board, is that the title has proved 
long and cumbersome and the inclusion of 
the trust company name is considered un- 
necessary as the fact that national banks 
generally exercise trust powers is widely 
recognized. 


Civic Notes 


Washington, D. C.—T. Stanley Holland, 
vice president and trust officer of the 
American Security and Trust Company, and 
president of the D. C. Bankers Assn., has 
been named chairman of the financial group 
for the 1941 Red Cross Roll Call. 

Atlanta, Ga.—N. Baxter Maddox, vice 
president and trust officer of the First Na- 
tional Bank, has been named acting treas- 
urer of the Georgia Tech Alumni Asso- 
ciation. He will serve during the regular 
treasurer’s year of military service. 

Atlanta, Ga.—R. L. McConnell, trust of- 
ficer of the Trust Company of Georgia, was 
recently chosen a member of the board of 
directors of the Municipal Market Asso- 
ciation. 

Winston-Salem, N. C.—Coleman C. Walk- 
er, assistant trust officer of the Wachovia 
Bank and Trust Company, became a mem- 
ber of the Forsyth County Draft Board 
No. 1, effective July 1. 

Philadelphia, Pa.—Percy C. Madeira, Jr., 
president of the Land Title Bank and 
Trust Company, has been elected president 
of the board of managers of the University 
of Pennsylvania’s Museum. Mr. Madeira, 
who is actively interested in exploration and 
archeology, has been a member of the 
Museum’s board of managers since 1930. 


A monument to the progress of Texas 


banking is the Mercantile National Bank’s 
proposed thirty-story bank and office sky- 
scraper building which will soon get under 
way. The structure, ground for which was 
purchased by the Bank from the Federal 
Government for $607,000, will be erected on 
the site of the old Dallas Post Office. 


Twenty-five years ago the bank opened 
as Stiles, Thornton and Lund, Private Bank- 
ers. Flanked by a lunch room and domino 
parlor on one side and a boot shop on the 
other, the partners bought $3500 of second- 
hand fixtures and opened for business 
October 1916. Resources of the bank today 
are close to $50,000,000. 





In Memoriam 


Harry J. Fox 


Harry J. Fox, chairman of the board of 
the Detroit Trust Company, who rose from 
a messenger for a clothing firm to the head 
of the city’s largest fiduciary institution, 
died recently at the age of 69. Mr. Fox 
came out of retirement at the time of the 
banking collapse in 1933 to organize the 
affairs of the trust company. Early in his 
banking career he purchased control of 
the old Central Savings Bank of Detroit in 
collaboration with several other men, and 
retired from its presidency after it became 
affiliated with the First National. 


Andrew Chaffey 


A pioneer in the development of Southern 
California business and finance and chair- 
man of the board of the California Bank of 
Los Angeles, which he founded almost 40 
years ago, Andrew McCord Chaffey died 
recently following a heart attack. Born in 
Canada 67 years ago, Mr. Chaffey was 
brought to California at the age of four, 
and became a naturalized citizen in 1898. In 
1903, after having formed several banks in 
the State, Mr. Chaffey founded the Cali- 
fornia Bank, which on June 30 of this year 
ranked 70th among the commercial banks 
of the United States, with total assets of 
$149,000,000. Mr. Chaffey was very active 
in civic and philanthropic work and in 1935 
received an honorary degree of Doctor of 
Laws from the University of Southern 
California. 


Se 


New Fee Schedule in Vermont 


A new schedule of compensation for cor- 
porate fiduciaries was adopted at the an- 
nual meeting of the Vermont Bankers As- 
sociation last month, according to word 
from William Lockwood, trust officer, The 
Howard National Bank and Trust Company 
of Burlington, whose committee prepared 
the schedule. 

The fee for acting as executor or ad- 
ministrator is set at 344% on the first $100,- 
000, 242% on the excess, with a suggested 
minimum of $100 for any estate. Com- 
pensation for trast accounts is based upon 
principal as well as income, and varies with 
the types of assets in the account. The 
minimum is set at $40. 

Suggestions are also offered for agency, 
guardianship, life insurance trust (funded 
and unfunded), and safekeeping accounts. 
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Clampitt Heads District Fiduciaries 


At a recent meeting of the Fiduciaries 
Section of the District of Columbia Bankers 
Association, J. Wesley Clampitt, Jr., as- 
sistant trust officer, Union Trust Company, 
was elected chairman of that Association 
for the coming year. Aubrey O. Dooley, 
assistant trust officer, Hamilton National 
Bank, was elected vice chairman, and Earl 
G. Jonscher, assistant trust officer, Amer- 
ican Security and Trust Company, secre- 
tary. 

Mr. Clampitt graduated from the Nation- 
al University Law School and was admitted 
to the District of Columbia Bar in 1926. 
He became associated with the Union Trust 
Company in January 1921 and has been en- 
gaged continuously in trust department 
work. He was elected as assistant trust of- 
ficer in 1931. 

The Section has just concluded a success- 
ful year and among its activities it in- 
augurated steps to make a thorough study 
of costs of trust operations. This activity 
will be continued during Mr. Clampitt’s ad- 
ministration in conjunction with the Audi- 
tors Section of the Association. 


eT eee 


New Corporate Trust Fees in 
Alabama 


A new schedule of fees for corporate trust 
services was adopted at the annual meet- 
ing last month of the Trust Division of the 
Alabama Bankers Association. Compensa- 
tion for executors and administrators is 
regulated by statute, and fees for living 
trusts are governed by local clearing house 
agreements, so that these are excluded from 
the schedule, which was prepared by the 
Committee on Fees headed by John C. 
Schor, of Birmingham Trust & Savings 
Company. 

James M. Burt, trust officer, First Na- 
tional Bank of Birmingham, was elected 
president of the Trust Division, to succeed 
Guy Faulk, Jr., assistant trust officer, The 
Merchants National Bank of Mobile. 


a 


Heads Oregon Fiduciaries 

George W. Stewart, trust cfficer, First 
National Bank of Portland, has been elect- 
ed president of the Trust Companies’ Asso- 
ciation of Oregon. Other officers elected 
are: LeRoy B. Staver, United States Na- 
tional Bank, vice president, and Doug Hin- 
son, Bank of California, N. A., secretary 
and treasurer. 
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CURRENT EVENTS 


Killed Trust Departments 


I think I could very easily say that I have 
killed more trust departments, probably, 
than any other man in the United States. 
For example, I remember one trust depart- 
ment had $468,000 in total assets—some 
trusts with the principal and interest guar- 
anteed. Three times during its history it 
had been assessed by the bank examiners, 
and made to substitute bank assets for trust 
assets. It had $14,000 in guardianships, in 
24 guardianships, and one of them, believe 
it or not, was for a $1.60 savings passbook. 
The only way to make money out of that 
trust department was to kill it. 


Trusts are a highly specialized business. 
You are not going to get in one man a good 
personnel officer, a lending officer, an ad- 
ministrative officer, a good bond man, and 
a good trust man, all rolled up into one. 
They do not make that kind of an animal. 
The average small bank is better off with- 
out any trust department. 


Trusts should not be allowed in any trust 
department until at least they could afford 
to pay a full-time trust officer, and the 
trust officer’s salary should not exceed 50 
per cent of the minimum gross fees they 
are going to receive each year. In your 
trust department the ratio of salaries to 
gross fees is going to be considerably high- 
er than in the banking department or sav- 
ings department, because the ratio of special 
services is considerably higher. In your 
banking department they should not run 
higher than 23 per cent of your gross in- 
come.—Ernest S. Woolley, Bank Consultant, 
New York City, in address before Maine 
Bankers Assn. 


—_— 


National Bank Loans at 10-Year High 


A ten-year high and a 14% increase over 
last year in loans made by national banks 
in the United States, was recently an- 
nounced by Preston Delano, Comptroller of 
the Currency. The returns from the “call” 
for April 4, 1941, showed total loans and 
discounts of $10,427,466,000 from 5,144 na- 
tional banks. Investments in United States 
obligations, aggregating $10,595,990,000, 
were $843,385,000 more than in December 
1940, and $1,624,724,000 more than a year 
ago. Deposits on April 4, 1941, aggregated 
$36,287,481,000, exceeding by $435,057,000 
and $4,291,213,000 deposits reported as of 
December 31, 1940 and March 26, 1940, re- 
spectively. 


Establishes Pension Fund 


Creation of an employees’ retirement and 
pension fund by the Chicago Title and Trust 
Company was announced recently by Pres- 
ident Holman D. Pettibone. The plan, in 
which participation is voluntary, provides 
for systematic contributions of not less than 
2% nor more than 5% of the salaries of 
participating employees. The company will 
contribute 25% of the amount paid into the 
fund each year by employees and in addi- 
tion will contribute an amount equal to 10% 
of the net earnings of the company after 
setting aside $6.00 a share on the capital 
stock. These sums will constitute a trust 
fund which will be managed by the com- 
pany without charge. The earnings of this 
fund will be accumulated for the benefit of 
the contributing employees. 


a 
Farm Management Section Organized 


Officers of the recently created Farm 
Management Section of the Trust Division, 
Illinois Bankers Association, said to be the 
first of its kind, are: 

Chairman—Frank H. McKelvey, assistant 
trust officer and farm manager, First 
National Bank, Springfield 

Vice Chairman—E. B. Cramer, First 
Galesburg National Bank and Trust 
Company 

Secretary—Howard W. Greene, Commer- 
cial Merchants National Bank and 
Trust Company, Peoria. 


a 
Names Committee Heads 


Eugene C. Donovan, president of the New 
York State Bankers Association and pres- 
ident of the Auburn (N. Y.) Trust Com- 
pany, announced recently the appointment 
of chairmen of nine important committees 
of the association, to serve for the fiscal 
year 1941-42. Adrian M. Massie, vice pres- 
ident, New York Trust Company, New 
York City, and William H. Stackel, vice 
president and trust officer, Security Trust 
Company, Rochester, were reappointed 
chairmen of the Committees on Bond Port- 
folios and Trust Functions respectively. 


a 


Depositors’ balances in the Postal Sav- 
ings system declined in April to $1,317,000,- 
000, as compared with $1,320,000,000 in 
March. 
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The Hershey Industrial School 


HIRTY-TWO years ago, Milton S. 

Hershey, of chocolate fame, together 
with his wife created a trust for the 
establishment and maintenance of The 
Hershey Industrial School for “poor, 
healthy, white, male orphans.” From an 
enrollment of four boys in 1910, the stu- 
dent body has grown to more than 1,000 
in 1940-41; from 487 acres, the School 
grounds now cover 10,000 acres. 


Under the deed of trust, executed in 
November 1909, the Hersheys trans- 
ferred to the Hershey Trust Company, 
located in the Pennsylvania town named 
after them, certain “farms” in Dauphin 
County, the income from which was to 
be paid by the Trustee to a Board of 
Managers named in the instrument, for 
the purpose of erecting and conducting 
the School. The Trustee was granted 
broad powers of investment, subject to 
the approval of the Managers. Its com- 
pensation was to be 5% of income 
received, not to exceed, however, $1,000 
per annum. 


Admission was restricted to the above 
described boys between four and eight 
years, an orphan being defined as a child 
whose father was deceased. No religious 
qualifications were necessary, and no 
fees of any nature were to be charged, 
clothing as well as food and lodging 
being furnished by the School. Instruc- 
tion was to cover agriculture, horticul- 
ture, gardening, mechanical trades, han- 
dicrafts, science, and mathematics, the 
main object being “to train young men 
to useful trades and occupations, so that 
they can earn their own livelihood.” At 
eighteen, the student was to be sent out 
into the world “able to support himself.” 


In 1919, the School was incorporated 
under authority given in the trust deed. 
In 1933, due to additions to the corpus 
made by Mr. Hershey, income from the 
endowment had reached $1,675,000. The 
program of extension, enlargement, and 
improvement having been largely com- 
pleted, this income was _ considerably 
more than was necessary to accommodate 
the number of students available under 


the restrictions of the instrument. The 
School therefore petitioned the Court for 
modification of the terms of the deed to 
extend the age of admission to fourteen 
years and to permit acceptance of a child 
whose father was living but whose 
mother was deceased. The petition was 
granted. 

Under current practice, when a boy 
reaches eighteen or is graduated he 
receives clothing sufficient for more than 
one year and a credit of $100. The per- 
sonnel department endeavors to procure 
him a job, and keeps in touch with him 
during the next ten years. 

Today, The Hershey Industrial School 
stands as a monument to the unselfish 
and farsighted generosity of Milton S. 
Hershey, who as Chairman of the Man- 
agers still takes an active part in the 
administration of the School. It stands 
too as a tribute to the efficiency and 
skill of corporate fiduciary service. 


Rehabilitation of Idle Propertics 


The rehabilitation and modernization of 
essentially sound but sub-standard struc- 
tures was urged recently as the speediest 
and least expensive way to help meet de- 
fense housing needs. John H. Fahey, chair- 
man of the Federal Home Loan Bank 
Board, advocated two specific steps: 1) The 
improvement by individual owners and 
mortgage institutions of the vast number 
of houses either unused or not being util- 
ized to their full capacity. 2) Increased 
activity of civic groups and associations 
to improve and make available for purchase 
and rent neglected housing. 

Mr. Fahey declared that ever since the 
depression, hundreds of thousands of hous- 
ing units had been permitted to lie idle or 
to deteriorate. “There has been no real- 
istic attempt to dispose of them,” he said, 
““and the owners—either individuals or in- 
stitutions—have failed to improve or mod- 
ernize them. These owners should wake up 
to the opportunity that now is presented by 
a housing crisis that permits the utilization 
of every dwelling unit in defense areas. It 
is an opportunity, particularly, for mort- 
gage institutions which have been burdened 
with repossessed properties for years.” 
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New Books 


Costigan’s Cases on Wills 


Third Edition by JOSEPH W. BINGHAM. West 
Publishing Co., St. Paul. 900 pp. $5.50. 


The late Prof. Costigan’s casebook has 
been one of the most extensively used books 
on wills for thirty years. This edition, by 
Prof. Bingham of Stanford University, re- 
presents a thorough rearrangement of the 
earlier work, both in material and em- 
phasis. More copious editorial notes and 
comments give much needed background and 
directing material. 

The volume is divided into three parts: 
Intestate Succession, Wills and Testaments, 
and Administration of Estates. The chap- 
ter titles follow the traditional groupings. 
One of the most interesting and helpful 
portions of the book, to this reviewer at 
least, is the appendix on The Planning and 
Drafting of Wills, some thirteen pages of 
questions and advice, based upon pamphlets 
issued by Guaranty Trust Company of New 
York. 

ee 


Thompson on Real Property 


GEORGE W. THOMPSON. The Bobbs-Merrill 
Co., Indianapolis. 


Volume 11, now off the press, completes 
this monumental treatise, Volume 12. (In- 
dex) having already appeared. This book 
contains what is perhaps the finest collec- 
tion of real property forms ever assembled. 

Over the past year and a half, we heve 
been reviewing in these pages the several 
volumes as published. A final word is now 
in order. The full set of 12 volumes costs 
$120, and it is this writer’s opinion that 
possession of this work represents one of 
the best investments which those dealing 
with property and trusts could make. 


ee 
Men of Wealth 


JOHN T. FLYNN. Simon & Schuster, New York. 
530 pp. $3.75. 


It is amazing to discover how, at least 
from the manner in which Mr. Flynn has 
approached the lives of his characters, the 
various ages which they represent have so 
many characteristics in common with each 
other and with modern times. This story 
of twelve significant fortunes from the Re- 


naissance to our own times is an exceeding- 
ly interesting history of man’s struggle for 
financial power and through it financial and 
political influence. It is a description of his 
techniques in accumulating wealth as af- 
fected and governed by the nature of the 
economy in which each subject lives. 

The fortunes reviewed are those of Jacob 
Fugger, John Law, Nathan Rothschild, 
Robert Owen, Cornelius Vanderbilt, Hetty 
Green, The Mitsuis. Sir Basil Zaharoff, 
Cecil Rhodes, Mark Hanna, John D. Rock- 
efeller, and J. Pierpont Morgan. Mr. 
Flynn’s style is thoroughly enjoyable as 
well as informative. 


a 


American Industry in the War 


B. M. BARUCH. Prentice-Hall, New York. 489 
pp. $5. 


This volume contains several of Mr. 
Baruch’s important studies and recommen- 
dations concerning the organization of in- 
dustry in war time. The major portion 
of the book is devoted to a reprint of his 
report on the world war activities of the 
War Industries Board, of which he was 
chairman, while the remainder of the vol- 
ume represents largely his testimony and 
recommendations before the War Policies 
Commission in 1931. Many of the exper- 
iences detailed hold valuable lessons for the 
present war effort. To cite but one illus- 
tration, the recent establishment of commo- 
dity sections in the O.P.M. parallels the 
organization which proved effective in the 
first World War. Undoubtedly, as the war 
effort expands further recourse will be had 
to those methods which have been proved 
by experience. 


a | 
Commodity Year Book 1941 


Commodity Research Bureau, Inc. 636 pp. 


The trust officer and financial analyst 
will find this comprehensive volume invalu- 
able for a concise picture of more than 60 
important commodities. The authors have 
included extensive statistics of consump- 
tion productiion, and price, descriptions of 
the marketing and production structure and 
the actions taken by defense authorities 
for each of the commodities. The general 
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background ageinst which to analyze these 
products is presented in several sections 
which sketch the broad outlines of price 
control in World Wars I and II, the eco- 
nomic functions of commodity exchanges, 
and the relationship between wars and 
prices. 


a 


Booklet Shelf 


New England Indian Events—Commem- 
orating its fiftieth anniversary, the State 
Street Trust Company of Boston, has issued 
a 107 page booklet titled “Other Indian 
Events of New England.” In 1934 the bank 
published a story of the New England In- 
dians and, as there was much valuable ma- 
terial remaining, it was decided to print a 
second volume on the subject. The booklet 
is beautifully illustrated with reproductions 
of picturesque paintings, murals and monu- 
ments. Together with the first volume, it 
forms a complete and authoritative discus- 
sion on the history of the New England 
Indian. 
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Department Store and Retail Trade— 
Latest Monthly Market Letter examines the 
favorable current earnings of department 
stores and the retail trade in general which 
includes mail order stores, variety and 
grocery chain stores and shows the relation 
of their dollar sales among themselves and 
to total national income. The effect of the 
changing distribution of national income on 
department store earnings is discussed 
along with increased costs and centraliza- 
tion. The opposite effects of the latter on 
department and chain store earnings is ex- 
plained and the new and pressing problem 
of priorities is dealt with. A table con- 
taining vital statistics concerning ten of the 
leading department stores and mail order 
houses in the country is also included. 


Minimizing Taxes—This latest quarterly 
tax letter, published by Lowe and Wright, 
Tax Consultants of Baltimore, is available 
for exclusive distribution by banks and 
trust companies in their respective commun- 
ities. It discusses the Treasury’s pro- 
posed increased estate and gift taxes and 
that Departiment’s new regulations chang- 
ing radically the method of taxing life in- 
surance policies under the Federal Estate 
Tax. A number of decisions, one on the 
deductibility of bonus reserves and others 
on the taxability of accumulated income 
and the valuation of close corporation se- 
curities, are also cited. 


Common Trust Funds—This booklet, pre- 
pared by Robert S. Walker, vice president 
and trust officer of the Colonial Trust Com- 
pany of Waterbury, was distributed at the 
recent Connecticut Trust Conference and 
contains a list of basic questions and an- 
swers on the common trust fund. 


Investment Decisions—Titled ‘Broaden- 
ing the Basis for Your Investment Deci- 
sions,” this booklet, published by the First 
National Bank of Chicago, endeavors to 
show just how this may be done and how 
this condition will result in better invest- 
ment decisions. It’s a statement of the 
bank’s policy and procedure regarding the 
operation of a supervised agency account. 


Planned Estates—Alfred M. Lind has 
drawn up a booklet which provides the life 
insurance agent with a simple medium for 
getting attention, controlling an interview 
and outlining the prospect’s financial plans. 
It is in the form of a chart which is avail- 
able along with a printed guide. 


These booklets are offered without charge or obliga- 


tion. Write to Trusts and Estates for those desired. 





Controls Over Foreign Funds 
Analysis and Effects of Freezing Orders 


HENRY L. de GIVE 


Mr. de Give is a member of the Committee on Foreign Law of the 
Association of the Bar of the City of New York and also Secretary of this 


Committee for the New York County Lawyers Association. 


He was 


associated with Coudert Brothers in Paris in 1932-1933, being admitted to 
the Georgia bar in 1932 and to the New York bar in 1934. He is now a 
member of the firm of Reed, Crane & de Give, of New York City.— 


Editor’s Note. 


RIOR to the outbreak of the present 

war, many wealthy aliens placed 
their surplus capital in American secur- 
ities and American banks in the hope 
of keeping a nest egg intact from ex- 
cessive taxation or confiscation by their 
own Governments. Some of this capital 
was sent directly to American banks to 
be invested or held on deposit, but much 
of it went through obscure and indirect 
routes in order to insure secrecy. 


Many French citizens and German 
refugees deposited their money in Swiss 
or Dutch banks which, in turn, trans- 
ferred it to American banks to be in- 
vested or held for the account of the 
Swiss or Dutch banks in special “‘depots” 
or safekeeping accounts. In order to 
prevent their seizure by the representa- 
tives of foreign Governments, compli- 
cated instructions were issued to the 
American banks with respect to the oper- 
ation of these accounts. 


The British subjects were more famil- 
iar with our trusts and consequently re- 
sorted to this device more frequently 


than the others. The trusts usually pro- 
vided that no revocation, in whole or in 
part, could be made without the consent 
of the trustee and some other designated 
individual who was usually an Ameri- 
can citizen recommended by the trustee 
or the lawyer who drew the trust. 


In some cases the aliens simply remit- 
ted sums of money to American friends 
or lawyers, to be held until further notice 
or until someone appeared with prear- 
ranged identification to claim the money. 


Restrictions Imposed 


INCE June 1940, these devices to 

maintain capital intact in the United 
States have become somewhat academic. 
The foreign property control instituted 
by our government has effectively pre- 
vented the transfer of property to any 
of the countries occupied by the Axis 
powers. Together with the British Ex- 
change regulations, it has also restricted 
the further flow of capital to this coun- 
try for safekeeping. 
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Furthermore, the freezing edicts is- 
sued pursuant to this control have pre- 
vented any transaction in the United 
States involving foreign property with- 
out first obtaining the consent and ap- 
proval of our Government. The chief 
concern of the international capitalist 
today is. therefore, not how to keep his 
property intact in the United States but 
how to use it now that it is here. 


The authority for the control of for- 
eign property by our Government is de- 
rived from the Trading with the Enemy 
Act of the last war! as amended by the 
Act of March 9, 1933.2 This latter legis- 
lation, it will be recalled, gave the Pres- 
ident the power to regulate banks dur- 
ing national emergencies. Pursuant to 
these statutes, the President has issued 
Executive Orders providing for a system 
of control of foreign property through 
regulations, rulings and licenses issued 
by the Secretary of the Treasury. 


1. Act of Oct. 6, 1917, Section 5(b) (40 Stat. 411). 
2. (48 Stat. 2.) 
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Orders Extended 


EGINNING with the invasion of 

Norway and Denmark on April 10, 
1940, the President has issued an Exec- 
utive Order as each European country 
was invaded, requiring a license for any 
transaction in the United States involv- 
ing property in which any invaded coun- 
try or any national of such country had 
any interest whatsoever on and after the 
date of the invasion. The Secretary of 
the Treasury has issued General Rulings 
and Regulations supplementing and in- 
terpreting the Executive Orders and 
establishing the procedure for obtaining 
licenses to engage in the prohibited 
transactions. The Secretary of the 
Treasury has also issued General Lic- 
enses authorizing certain classes of 
transactions without the necessity of ob- 
taining a specific license. 

Until June 14, 1941, the Executive 
Orders were apparently designed to pre- 
vent the property of the invaded coun- 
tries and their nationals from falling 
into the hands of the Axis powers. On 
that date, however, the Executive Orders 
were amended to include all of the coun- 
tries of continental Europe and some 
thirty countries are now specifically in- 
cluded. 


“Nationals” Defined 


HE Executive Orders as amended* 

define a national of the foreign coun- 
tries referred to in the Orders as any 
person who was domiciled in or a sub- 
ject, citizen or resident of the foreign 
country at any time on or since the 
effective date of the Orders. The effec- 
tive date is the date on which the re- 
spective countries were invaded or June 
14, 1941, in the case of countries which 
were not invaded prior to that date. 


The definition of nationals also in- 


cludes partnerships, associations, cor- 
porations or other organizations organ- 
ized under the laws of, or which on or 
after the effective date of the Order had 
its principal place of business in, such 
foreign country, or which on or after the 
effective date of the Orders were or have 


8. Executive Order No. 8785 dated June 14, 1941 
Amending Executive Order No. 8389 of Aprif 
10, 1940. 





FIDUCIARY LAW 


been controlled by, or a substantial part 
of the stock, shares, bonds, notes, drafts, 
or other securities or obligations of 
which was or has been owned or control- 
led by such foreign country or one of its 
nationals. There is no definition of what 
constitutes a “substantial part.” 

Lastly, the definition of national in- 
cludes any person acting directly or in- 
directly for, or who there is reasonable 
cause to believe is such a national. 

Any person who knowingly engages in 
a prohibited transaction is liable to a 
fine not exceeding $10,000 or imprison- 
ment not to exceed 10 years, or both. In 
case of any doubt as to whether or not 
a transaction is prohibited, the Treasury 
Department has consistently taken the 
position that a license must first be ob- 
tained. 


Obtaining Licenses 


HE applicant for a license must file 

a form under oath in triplicate pro- 
vided by the Treasury Department, with 
the Federal Reserve Bank for his dis- 
trict, setting forth all of the facts in con- 
nection with the proposed transaction. 
The application is approved or disap- 
proved by the Federal Reserve Bank and 
forwarded to the Treasury Department 
in Washington. In close cases it may be 
referred to a fact finding bureau of the 
Treasury Department for investigation 
and report. The Secretary of the Treas- 
ury has absolute discretion to grant or 
refuse a license and there is no appeal 
trom his decision. 

In general, however, applications for 
a license to engage in a reasonable trans- 
action are usually granted within fifteen 
(15) days from the date on which the 
application is filed. In emergencies a 
license may often be obtained the same 
day that the application is filed. 

The licenses granted usually authorize 
a specific act but it is possible to obtain 
a blanket license covering a definite per- 
iod of time and authorizing a series of 
transactions such as the payment of cur- 
rent expenses by a corporation which is 
subject to the Executive Orders. Such 
a license usually requires a report to be 
filed after the period of the license ex- 
pires. 
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If an alien wishes to invest his blocked 
funds in an American corporation he 
must obtain a license authorizing the 
bank holding his funds to make payment 
of the required sum to the corporation 
against the delivery of the stock. The 
license also provides that the stock shall 
be delivered to the bank to be held in 
the name of the applicant or his nominee 
in a blocked account. Any dividends 
payable on the stock must of course be 
paid into a blocked account. 

In order to invest frozen funds in a 
business that is not incorporated the ap- 
plicant must work out some plan of con- 
trol satisfactory to the Federal Reserve 
Bank. The Federal Reserve Bank of New 
York has delegated a special staff to con- 
fer with applicants and their attorneys 
for this purpose. 


Application to Estates and Trusts 


RUSTS and estates are also affected 
by the Executive Orders if any for- 
eign country or national as defined in 
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the Orders has a beneficial or other in- 
terest in the trust or estate or is a co- 
trustee or co-representative. However, 
the Treasury Department has facilitated 
their administration by General License 
No. 30. This authorizes a bank acting 
as trustee or representative of a trust or 
estate to engage in any transactions 
arising out of the administration of the 
trust or estate and to make payment of 
principal or income to beneficiaries who 
are not such nationals, provided that 
such transactions or payments are not 
made at the request of such a national. 


In addition to General License No. 30 
the other General Licenses are available 
to trusts and estates for other transac- 
tions. 


General License No. 42 authorizes 
transactions with reference to property 
of any national who has been domiciled 
and residing solely in the United States 
at all times on and after the effective 
date of the relevant Order or on and 
after June 17, 1940, if the effective date 
of the relevant Order was after that 
date. The Treasury Department limits 
this General License to persons who en- 
tered the United States on a visa for 
permanent residence prior to the dates 
specified in the license. 


A trustee or representative of an 
estate cannot make payments of princi- 
pal or income to beneficiaries residing 
in one of the foreign countries without 
a license even though the beneficiary is 
an American citizen. General License 
No. 32 authorizes remittances up to $200 
per month through banks to persons 
within one of the foreign countries who 
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are not American citizens and General 
License No. 33 authorizes such remit- 
tances up to $500 per month to Ameri- 
can citizens. The payments must be 
made by individuals, however, and it is 
doubtful if a corporate trustee could 
avail itself of these General Licenses. 


Dealing with Securities 


HE Executive Orders forbid any 

transactions without a license involv- 
ing securities which were registered or 
stamped in one of the foreign countries 
defined in the Orders. All other securi- 
ties affected by the Executive Orders 
may be sold through a regular bank on a 
national securities exchange pursuant to 
General License No. 4. The proceeds 
must be placed in a blocked account and 
the bank must file weekly reports of all 
such transactions. 

All securities imported from abroad 
must be surrendered to the Federal Re- 
serve Bank on arrival. If it appears that 
a national as defined by the Executive 
Orders has had an interest in them since 
the effective date of the Orders, they may 
be delivered to a regular bank to be held 
in a blocked account, otherwise they may 
be released. 

Securities and coupons of nationals 
affected by the Orders may be presented 
for redemption and payment through a 
regular bank pursuant to General Lic- 
ense No. 27, provided that the securities 
have not been registered or stamped in 
one of the foreign countries defined by 
the Executive Orders. The proceeds must 
be placed in a blocked account and the 
bank must file weekly reports. 


Foreign Banks 


HOSE aliens who owned American 
securities held by American banks 
for the account of foreign banks have 
encountered serious difficulties not only 
in tracing their securities because of the 
absence of proof of ownership but also 
in having the title transferred to them. 
In cases where the foreign banks have 
no representatives in the United States 
the claimant can institute suit against 
the American bank holding the securi- 
ties and demand possession. The Amer- 
ican bank can then interplead the for- 
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eign bank and ask the Court to deter- 
mine the rights of the parties. After 
service by publication and a default the 
claimant must prove his ownership to 
the satisfaction of the Court. 


If the foreign bank is a Swiss or 
Dutch bank a representative of the Swiss 
or the Netherlands Government may ap- 
pear and assert the freezing act of his 
government as a defense. These statutes 
were also designed to prevent the trans- 
fer of property to the Axis powers. The 
Supreme Court of the State of New 
York has recently decided that the decree 
of the Netherlands Government will be 
given full force and effect by the New 
York Courts.* 


Even if these difficulties are overcome 
and a judgment is obtained, the trans- 
fer cannot be effected without a license. 
Recently the Treasury Department has 
declined to grant such a license on the 
grounds of policy. 


Other Provisions 


OMMODITIES and futures may be 

bought and sold through a regular 
bank pursuant to General License No. 9, 
but the evidences of ownership or the 
proceeds of sale must be placed in block- 
ed accounts and the bank must file week- 
ly reports. 

Access to safe deposit boxes leased by 
affected nationals or containing property 
in which they have an interest is per- 
mitted under General License No. 12 if 
a representative of the lessor of the box 
is present. The person granted access 
must give the lessor a certificate under 
oath that he has filed or will file a report 
with the Federal Reserve Bank with 
respect to the contents. If any prop- 
erty is to be removed a representative 
of a regular bank must also be present 
and the property must be placed in a 
blocked account, the bank filing the usual 
report. 


Cautions 


ANY nationals of foreign coun- 
tries are presently in the United 
States with large sums of cash in their 


4. See Anderson v. Transandine Handelmaat- 
schappij, et al., per Shientag J., New York 
Law Journal, May 23, 1941. 
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pockets. They have been told that if 
they keep it out of banks and safe deposit 
boxes it will not be frozen. They do not 
seem to realize, however, that the Exec- 
utive Orders are binding on every indi- — 
vidual regardless of how or where the © 
property is held. 

They are also required to report all 
such property in excess of $1,000. This 
obligation is likewise imposed on every 
person in the United States who holds 
or has custody or possession of such 
property and on every agent of such 
national in the United States who has 
knowledge of such property. 

Although each such national is entitled 
to the release of $500 per month from 
his blocked account to be used for living 
expenses pursuant to General License 
No. 11, the Treasury Department con- 
strues living expenses strictly and this 
General License is not available to per- 
sons who have no bank account. 

Americans are cautioned against mak- 
ing any payments on behalf of nationals 
affected by the Order. If the national 
cannot make the payment without a lic- 
ense, no one else can make it for the 
benefit of the national. 


Suggested Modifications 


N view of the difficulties with which 

they were faced the Federal Reserve 
Banks and the Treasury Department 
have done an admirable job. Since 
June 14, 1941, the Federal Reserve 
Bank of New York has tripled its former 
staff to take care of the increased ap- 
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plications and inquiries.* It is to be 
hoped that some system of decentraliza- 
tion will be worked out and that the 
Federal Reserve Banks will be given 
more authority to handle routine appli- 
cations. In addition, a General License 
authorizing the payment of expenses 
other than living expenses in limited 
monthly amounts would eliminate many 
routine applications and save consider- 
able time and work. 


In conclusion, our foreign property 
control forbids any transactions in the 
United States without a license if these 
transactions involve property in which 
a foreign country or national as defined 
in the Executive Orders has had any in- 
terest on or after the effective date of 
the Executive Orders. The greatest re- 
sponsibility is, of course, placed on the 
banks, but every individual engaging 
in such a transaction who has reason to 
believe that such property is involved is 
also liable to the fine or imprisonment. 
When in doubt the Federal Reserve Bank 
should be consulted and a license should 


*When it was announced that funds of for- 
eigners in the United States were blocked, in- 
formation as to accounts, securities and other 
assets in the hands of banks and security com- 
panies was to have been filed with Federal Re- 
serve Banks on Form TFR 300 as of June 14, 
the filing date being July 14. However, this lat- 
ter date has been extended until August 30. 


be obtained. All persons engaging in 
business with any citizen of a country 
of continental Europe or with any per- 
son who did not enter the United States 
for permanent residence prior to April 
10, 1940, would be well advised to in- 
vestigate carefully every transaction 
with such person and to keep an accur- 
ate record of all the facts. 


Recommends Commission to 
Recodify Fiduciary Law 


The appointment of a Legislative Com- 
mission to reexamine and recodify the law 
ef decedents estates and trusts was recom- 
mended by a committee of the Pennsylvania 
Bar Association and adopted at the asso- 
ciation’s annual meeting last month. The 
committee, headed by Robert Brigham, 
made surveys relating to powers of fiduciar- 
ies, investments of fiduciaries, the Fiduciar- 
ies Act, widow’s exemption, and intestate 
succession, but while the report contains 
more than fifty specific recommendations 
(many, however, to the effect that no change 
is necessary or desirable), it is the opinion 
of the group that any progress toward re- 
codification will have to be made through 
a legislative commission as proposed. Paul 
C. Wagner, chairman of a similar commit- 
tee of the Trust Company Section (and vice 
president of Fidelity-Philadelphia Trust 
Co.,) is in accord with this view. 
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Paying the New Death Taxes 
Purchase of Assets from Estates by R.F.C. Suggested 


CHARLES I. BAKER 
Vice President, Title Insurance & Trust Company of Los Angeles 


INCE the House Ways and Means 

Committee is considering new tax 
bills, consideration should be given to 
methods of paying these proposed taxes 
in estates. It is elementary that estates 
cannot be closed within a reasonable 
time unless the estate has vast sums of 
cash or liquid securities to pay the State 
and Federal Government. The levy on 
capital imposed by increasing rates, thin 
security markets, as well as illiquid as- 
sets, have in the recent past caused great 
delays and difficulties; if the proposed 
new legislation is enacted it will be an 
insurmountable burden for a greater 
proportion of estates unless some new 
method of relief is likewise enacted. 


At present in many instances some 
institutions can legally make loans to 
assist an estate, yet so many elements 
must be taken into consideration, as, for 
example, the type of security offered as 
collateral, and the duration of the loan, 
that a quicker method should be ad- 
vanced. If the proposed suggestions are 
acceptable, ways and means may also be 
found or suggested of affording various 
lending institutions, other than govern- 
mental, the opportunity of supplying nec- 
essary credit to estates. 


Loss of Current Revenue 


T the present time, in estate plan- 

ning, in the event the prospective 
testator does not have ample liquid se- 
curities, or owns real estate, various life 
insurance plans are recommended and 
used; but where the testator cannot ob- 
tain insurance, or his securities are 
stocks in a family or closed corporation, 
there is at present no secure place to 
turn for immediate aid, even though the 
estate is a “good risk.” 


One could suggest that the time of 
payment of such taxes has been extend- 
ed and that the rate of interest has been 


reduced. Yet from the viewpoint of the 
heirs and distributees, they must wait 
in many instances several years before 
they can enjoy, manage, or invest the 
amount they are to receive. In the ma- 
jority of cases this works a great hard- 
ship upon widows and children and pre- 
vents capital returning to industry and 
business, thereby reducing current rev- 
enue and preventing the governmental 
agencies, in many instances, from col- 
lecting more income taxes. 

It is suggested for consideration by 
attorneys, trust institutions, and various © 
other organizations and governmental 
agencies, that since commercial banking 
loans are generally unavailable for such 
purposes, and the present R.F.C. Act 
does not permit the purchase, etc., of 
assets from an estate, two legislative 
steps may have to be considered: 


Federal Loan Remedy 


HAT the R.F.C. Act be amended to 

allow the R.F.C. to purchase all or 
part of the assets belonging to an estate 
in probate at not less than the appraised 
value, as determined by the Probate 
Court. This naturally would give the 
estate the needed cash to pay the State 
and Federal Government and allow the 
R.F.C. to liquidate the assets in due 
course. To make the service available to 
executors throughout the country, agen- 
cies would have to be established in the 
various 12 Federal Reserve Bank dis- 
tricts. 

That the R. F. C. Act be amended 
to allow the R.F.C. to make loans secured 
by all or part of the assets belonging 
to the estate; such loans to be on a long 
term basis, say 10 years, and at a low 
rate of interest. Obviously the Corpor- 
ation would obtain such funds from the 
Treasury as in other instances. 

The R.F.C. has aided and is offering 
aid to farmers, banks, railroads, insur- 
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ance companies, mining and smelting in- 
dustry, fishing industry, and many 
others. The proposed aid to assist in the 
liquidation of decedents’ estates is mere- 
ly a step to put in circulation capital 
that in many instances is unproductive 
for years. It is somewhat in the na- 
ture of tax-anticipation advances. The 
easing of such forced liquidations, ag- 
gregating a substantial proportion of se- 
curity transactions, might further re- 
move a depressing burden on the mar- 
kets. 


Safe Deposit Box “Transfers” 


Very often, packages or envelopes 
containing securities or other valuables, 
which are labeled or ear-marked as be- 
ing the property of certain individuals, 
are discovered in safe deposit boxes of 
decedent box renters. In such cases 
there always arises the question of 
whether or not the deceased box renter 
actually effected a gift of the proper- 
ties in such packages to the claimant, 
but the courts always follow the rule 
that in order to establish a gift the 
claimant must prove that there was a 
clear and unequivocal intent manifested 
by the giver to make the gift in ques- 
tion, that there was an acceptance of 
the gift, and that a delivery was 
effected. 

Delivery of course may be symbolical 
or actual physical delivery. Symbol- 
ical delivery may be accomplished by 
delivering a safe deposit box key, with 
a definite declaration by the giver that 
it is his intention to give the contents 


or certain contents of the box to the 
person to whom the key is delivered, 
and the giver must accompany the 
delivery of the key with sufficient au- 
thority to enable the person to whom 
the key is delivered to gain access to the 
box. 

There have been attempts in many 
instances to insert clauses in rental con- 
tracts which specify that surviving co- 
tenants are entitled to the contents of 
safe deposit boxes. Where controver- 
sies arise in such cases, safe deposit 
companies stand in the relationship of 
interpleader and must deny access to 
either claimant until they have received 
proper authority from the courts or a 
consent from the parties interested to 
grant such access. 

The courts have held quite generally 
that surviving co-tenants do not acquire 
ownership of the contents of safe depos- 
it boxes merely by virtue of joint rental 
contracts alone. The surviving co-rent- 
er claimant must, in order to establish 
ownership of such properties, be able 
to show a clear and unequivocal agree- 
ment with the deceased co-renter. 

I very strongly advise against using 
rental contracts as a vehicle for trans- 
ferring title to contents of safe deposit 
boxes. The rental contract is an agree- 
ment between the safe deposit com- 
pany, on the one hand, and the box 
renter on the other. Co-renters should 
transfer properties between themselves 
by agreements between themselves or 
by wills, and the safe deposit company is 
not a proper party to such documents. 
—Arnold R. Boyd, Esq., before Conven- 
tion of N. Y. State Safe Deposit Assn. 
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Current Legislation Affecting Fiduciaries 
Outline of Some Recently Enacted Measures 


(Continued from May issue, page 547) 


California 


S.B. 256: Considerably modified ver- 
sion of Uniform Principal and Income 
Act. 


Colorado 


H.B. 399: Increases certain inherit- 
ance tax rates; revises estate tax rates 
to take advantage of 80% federal credit; 
deals with collection of death taxes on 
estates of non-residents. 

S.B. 486: Reduces to 6% rate of in- 
terest on unpaid gift taxes, and revises 
law with respect to enforcement of gift 
tax liens. 

H.B. 1376: Makes substantial 
changes with respect to probating will 
and closing estate of foreign decedents 
leaving property in this State. 


Delaware 


S.B. 155: Makes new provisions for 
widow’s allowance. 


Florida 


Ch. 20884: Enacts Simultaneous 


Death Act. 

Ch. 20353: Enacts modified version 
of Uniform Common Trust Fund Act. 
Expressly forbids investment in mort- 
gages. 


Hawaii 


Act. 162: Requires creditors to pre- 
sent claims within 60 days from date of 
publication of notice. 

Act 74: Adopts Uniform Simultane- 
ous Death Act. 


Kansas 


H.B. 195: Provides for reciprocal 
death tax exemption with respect to es- 
tates of non-resident decedents. Other 
changes allow an estate exemption to the 
surviving widower as well as widow, and 
exemption of property on which tax was 


paid within a five year period, and pass- 
ing to Class A beneficiaries. 


Kentucky 


S.B. 153: Provides that rule against 
perpetuities shall not apply to cemetery 
trusts. 


Maine 


Ch. 304: With minor 
doubles inheritance tax rates. 


exceptions, 


Maryland 


Ch. 696: Provides procedure for pay- 
ment of funeral expenses by executor or 
administrator. 

Ch. 771: Provides that when it ap- 
pears that a beneficiary or legatee who 
is a non-resident of the United States 
would not have the benefit or use of the 
property, the court may direct payment 
to Register of Wills or clerk of court 
for ultimate payment to beneficiary or 
legatee when he will enjoy it. 

Ch. 191: Adopts Uniform Simultan- 
eous Death Act. 


Michigan 


Act. 143: Expressly permits invest- 
ment of trust funds in contracts of an- 
nuity or insurance, payable to the trust 
beneficiary. — 

Act. 305: Sets up detailed provisions 
governing the continuation of a dece- 
dent’s business. 


Nevada 


Ch. 107: Enacts new probate code. 


New Hampshire 


H.B. 72: Provides that trustees may 
invest in certain classes of property and 
“in such bonds or stocks or other securi- 
ties as a prudent man would purchase,” 
but at least 50% of trust must be in- 
vested in enumerated classes. 
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H.B. 445: Empowers court to per- 
mit trustee to deviate from terms of 
trust when compliance with investment 
provisions would defeat or substantially 
impair the accomplishment of the pur- 
poses of the trust. 


New Jersey 


Ch. 138: Requires trustee to file with 
court a power of attorney to accept pro- 
cess affecting the estate. 


Ch. 190: Limits foreign trust com- 
panies to acting as executor or trustee 
under the will of New Jersey decedent, 
and provided New Jersey trust compan- 
ies are permitted to serve in same capac- 
ities in jurisdiction of trust company 
seeking to serve, and also provided that 
foreign trust company comply with such 
rules as Commissioner of Banking and 
Insurance may promulgate. 


New Mexico 


Ch. 88: 
eign will conveying property 


Provides for proving of for- 
in this 


State, and gives preferential right, for 


thirty days, to executor to make applica- 
tion. 


New York 


Ch. 321: Omits “from an insurance 
company” in referring to purchase of an 
annuity directed by will, in denying an- 
nuitant right to elect to take capital sum. 

Ch. 321: Provides for revocation of 
ancillary letters where original letters 
in the domiciliary jurisdiction have been 
revoked. 

Ch. 865: Raises from $12 to $15 the 
maximum amount of weekly income from 
wages ... trust funds, for persons re- 
siding or employed in cities of over 200,- 
000 population, which is exempt from 
execution by a judgment creditor. 


Oklahoma 


H.B. 90: Authorizes executors and 
administrators to borrow money to pay 
federal and state death taxes and income 
taxes. 

H.B. 568: Levies a gift tax equal to 
the inheritance tax. Exemption of $5,- 
000 in a single year. 
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Pennsylvania 


Act. 75: Adopts Uniform Simultan- 
eous Death Act. 

Act. 118: Provides for private sales 
by executors even though will directs 
public sale, with court permission. 


Rhode Island 


H.B. 747: Reduces from one year to 
six months after notice to creditors the 
minimum period after which probate 
court may order distribution. 

H.B. 748: Likewise reduces mini- 
mum period after which widow’s allow- 
ance may be fixed. ° 


Wisconsin 


Ch. 198: Empowers county court to 
order mortgaging personalty where nec- 
essary to pay debts, legacies, expenses of 
administration, or for the preservation 
of the property or when requested by all 
heirs, or if executor shows it will be 
beneficial to estate. To the same effect 
in the case of a trust. 

Ch. 284: Adopts Uniform Simultan- 
eous Death Act. 

Ch. 249: Authorizes court to exempt 
trust institutions from submitting secur- 
ities, etc., for examination and compar- 
ison with account by clerk, provided 
that such bank shall, within 30 days after 
each examination by proper supervisory 
authority, file with court a certificate of 
the examiner to effect that records of 
securities of all accounts are correct. 

Ch. 248: Exempts investments in 
United States government obligations or 
those guaranteed by it from limitation 
as to percentage of trust fund which may 
be invested in one security. 

Ch. 243: Permits trust company to 
commingle deposits of various trusts in 
one account in any banking institution, 
to its credit as trustee. 

Ch. 247: Permits trust company, 
with consent of individual cofiduciary, if 
any, to register securities in name of 
nominee, and authorizes any other fiduc- 
iary to request a bank or trust company 
so to register securities held on deposit. 


An article on the New Dominion of Can- 
ada Succession Duty Act, by J. Ragnar 
Johnson, will appear in the August issue. 





FIDUCIARY LAW 


Digests of Probate and Trust Literature 


Discretionary Income and Principal 
Clauses in Trust Instruments 


The Yale Law Journal, June 1941. 


This Note discusses those clauses, ap- 
pearing more and more frequently in trust 
instruments, empowering trustees to deter- 
mine whether receipts of a trust are income 
or principal. One of the important ques- 
tions is whether the settlor thus intends 
to authorize the trustees to override estab- 
lished local rules of construction. The 
author concludes that courts ought to re- 
solve ambiguities with the aim of preserv- 
ing the settlor’s purposes, and suggests 
inclusion in the instrument of the phrase 
“notwithstanding local rules of construc- 
tion,” and a statement of the specific pur- 
poses which the clause was designed to 
achieve, in order to guide the trustees in 
the exercise of their discretion. 


Impact of Law of Powers Upon In- 
ternal Revenue Laws 


MONTGOMERY B. ANGELL. Law 


Review, June 1941. 


Michigan 


There are two views regarding the use 
of powers of appointment under the Fed- 
eral estate tax act: one, that its chief 
efficacy is in tax evasion; the other, that 
it is salutary device in meeting chang- 
ing and difficult family situations. This 
article considers some of the problems un- 
derlying the taxation of property subject 
to a power of appointment, in the light of 
the historical development of this disposi- 
tive device. Mr. Angell concludes with the 
recommendation that “before we indulge in 
any sweeping changes in our taxing acts 
relative to powers of appointment, the prob- 
lems involved should be fully weighed. 
Any superficial or hasty treatment inevit- 
ably will lead to great injustice and 
abuse.” 


(See also “Powers of Appointment and 
Death Taxes,” in Virginia Law Review, 
June 1941, in which the writer of the Note 
concludes that “the present tax statutes 
seem stringent enough to prevent the use 
of powers for tax evasion . .. with sympa- 
thetic judical administration it would 
seem that the present system would be 
efficient without completely destroying the 
power of appointment as a means of dis- 
posing of property.”) 


Creditor’s Rights against Donee of 
Power of Appointment 


Virginia Law Review, June 1941. 


This Note deals with the equitable doc- 
trine that a creditor can subject property 
covered by a general power of appointment 
which has been exercised in favor of vol- 
unteers, to the payment of his claim against 
the donee of the power. Dealing first with 
the three phases of the doctrine as indicated 
by the italicized words, the writer then re- 
views the rationale of the rule in the light 
of the authorities. There is also discus- 
sion of creditors’ rights without the aid of 
the doctrine, and under bankruptcy and 
other acts. 


Other Articles and Notes on 
Recent Decisions 


Estate Tax on Transfers Intended to 
Take Effect in Possession or Enjoyment 
at or after Death: Helvering v. Hallock, 
by George E. Ray—The Georgetown Law 
Journal, May. 

Federal Taxation of Insurance Reexam- 
ined, by Charles W. Tye—Tazes, July. 

Federal Income Tax—Liability of Settlor 
of Trust Retaining Possibility of Reverter 
for Tax on Accumulated Capital Gain 
(Graff v. Commr., C.C.A. 7)—Minneseta 
Law Review, June. 

Federal Estate Tax—General Power of 
Appointment—Appointment of a Limited 
Interest to Remainderman in Default 
(Legg’s Estate v. Commr., C.C.A. 4)— 
Texas Law Review, June. 


Interpretation of Clause in Trust Instru- 
ment Giving Trustee Power to Determine 
Principal and Income (American Security 
& Trust Co. v. Frost, D.C.)\—Iowa Law Re- 
view, May. 

Wills—Necessary Parties to Compromise 
Agreements (Mec Donagh v. Mulligan, 
Mass. )—Ibid. 

Rule against Suspension of Alienation— 
Rule against Remoteness of Vesting (Es- 
tate of McCollum, Cal.)—So. California 
Law Review, June. 

Gift Tax Act of 1932—Gift of Insurance 
Policy (Guggenheim v. Rasquin, U.S.)— 
Ibid. 

Conflict of Laws—Administration of De- 
cedent’s Estate—Situs of Liability Insur- 
ance Policy for Purpose of Administration 
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(Furst v. Brady, Tll.)—University of Chi- 
cago Law Review, June. 

Foreclosure under Trust Deed—Trustee, 
on Motion of Court, Ordered to Transfer 
Unclaimed Funds to Court (Chicago Title 
& Trust Co. v. Rogers Corp., Ill.)—Ibid. 

Survey of Statutory Changes (including 
Trusts, Wills and Administration) in North 
Carolina in 1941—North Carolina Law Re- 
view, June. 

Gift Tax—Each Beneficiary of Trust as 
Donee for Purpose of Exemption Provi- 
sion (Helvering v. Hutchings, U.S.)—Mich- 
igan Law Review, June. 

Taxability of Insurance Policies Under 
Federal Estate Tax Where Possibility of 
Reverter to Insured (Chase National Bank 
v. U. S., C.C.A. 2)—Ibid. 

Testamentary Trusts—Time from Which 
Income Accrues (Allig v. Levey, Ind.)— 
Boston University Law Review, June. 

Legacy to Attesting Witness—Saving of 
Legacy by Flight from State (Walters Es- 
tate, N. Y.)—Cornell Law Quarterly, June. 

Quantum of Evidence to Prove Lost Will 
as a Revoking Instrument (Reed v. Johnson, 
Ark.)—Ibid. 

Role of Mere Possibility of Reverter in 
Insurance Policy in Federal Estate Tax- 
ation (Estate of Cain, B.T.A.)—Ibid. 

Wills—Undue Influence—Attorney as 
Beneficiary of Client (Weeks v. O'Neill, 
Ore.)—Oregon Law Review, April. 

Decedent’s Estate—Surrogate’s Court— 
Equitable Jurisdiction in a Discovery Pro- 
ceeding (Matter of Ericson, N. Y.)—Ford- 
ham Law Review, May. 

The “Charities” Provisions of the I.R.C., 
by Joseph B. Lynch—Ibid. 

Decedents’ Estates—Secured Contingent 
Claims—Reservation of Fund for Difference 
Between Value of Security and Amount of 


Claim (N. Y. statute)—Columbia Law Re- 
view, May. 

Source of Fund When Spouse Exercises 
Right of Election, by Claire R. Mintz — 
Brooklyn, Law Review, May. 

Decedent’s Estate—Right of Election— 
Deposit in Trust for Another, Illusory in 
Absence of Other Evidence of Intent 
(Krause v. Krause, N. Y.)—Ibid. 

Unproductive Trust Property and Prin- 
cipal, Income and Expense—Univ. of Penn- 
sylvania Law Review, June. 

Jurisdiction to Tax Extraterritorial Gift 
(Van Dyke v. Tax Commission, Wis.) — 
Univ. of Cincinnati Law Review, May. 

Descent and Distribution — Designated 
Heir Statute (Southern Ohio Savings Bank 
& Trust Co. v. Boyer, Ohio)—Ibid. 

The Destructibility of Contingent Re- 
mainders in Missouri, by Willard L. Eck- 
hardt—Missouri Law. Review, June. 


Estate and Gift Taxes on 
Savings Bonds 


A new regulation on the application of 
Federal estate and gift taxes to United 
States savings bonds has been issued by 
the Commissioner of Internal Revenue 
(1941-28-10776; Mim. 5202). The regula- 
tion states that, in general, “under existing 
law, transfers of the property in United 
States savings bonds are not exempt from 
Federal estate and gift taxes (except in re- 
spect of any such bonds issued prior to 
March 1, 1941, if beneficially owned by a 
non-resident alien not engaged in business 
in the United States).” It then sets forth 
the rules governing the various modes of 
purchase and registration, too extensive to 
be set forth here. 
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Accounting—Court — Conclusiveness 
of Decree Allowed Account—Unpaid 
Legacies a Charge on Real Estate 


Massachusetts—Supreme Judicial Court 


Mahoney v. Nollman, 1941 A. S. 1267; 
1941. 


June 25, 


Bill in equity by P to enforce specific per- 
formance of a contract by D to buy a par- 
cel of land P’s title to which was as residu- 
ary devisee under the will of X. D’s de- 
fense was that some legacies in the will 
were still unpaid and were a lien on the 
real estate. P offered to give a bond to 
indemnify D against any claims for the 
legacies. X’s will contained among others 
three money legacies to A, B, and C, re- 
spectively. A and B were priests and the 
legacies were for masses. 

A died before receiving any part of his 
legacy. B and C died after receiving a por- 
tion, but not the whole. The balance of 
C’s legacy was paid to his heirs. D in- 
sisted that P should cause administration 
to be taken out on the estates of A and B. 
The final account of the executor under X’s 
will had been allowed, “no person object- 
ing.” It showed no payment to A, the par- 
tial payment to B, and the payment of the 
balance of C’s legacy to his heirs. 

HELD: The decree allowing the account 
could not be attacked collaterally, and ac- 


cordingly D could not object that the pay- 
ment of the balance of C’s legacy to his 
heirs was not proper. On the other hand, 
D was not attacking the decree collaterally 
in objecting as to the other two legacies 
because the decree showed that they had 
not been paid in full and hence these un- 
satisfied legacies constituted liens on the 
real estate. Accordingly P was not en- 
titled to specific performance. His offer to 
give a bond of indemnity did make the title 
a good marketable title. 

The court further held that taking out 
administration on the lives of A and B was 
not the proper remedy. Bequests for masses 
are upheld as public charities, even though 
the word trust is not used; and on the death 
of the legatee the court will appoint a 
trustee to carry out the trust at the re- 
quest of the Attorney General, whose func- 
tion it is to enforce public charities. 


a , 


Corporate Trust—Trustee—Power to 
Acquire Mortgaged Premises at Fore- 
closure Sale—Subsequent Disposition 
of Property 


Wisconsin—Supreme Court 

Newlander v. Riverview Realty Co., 298 N. W. ° 
603 (Decided June 12, 1941). 

In 1929, the defendant company executed 

a trust indenture in the nature of a mort- 
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gage securing a bond issue of $70,000. The 
indenture vested the exclusive right of fore- 
closure in the trustee, but was silent as to 
any power of the trustee to bid in the prop- 
erty at foreclosure sale on behalf of the 
bondholders. The trustee commenced a 
foreclosure action in 1937, and as the time 
for sheriff’s sale approached, he applied to 
the court for instructions as to whether he 
should bid at the sale. After a hearing 
upon notice given to all bondholders by per- 
sonal or substituted service or by mail or 
publication, the court entered an order au- 
thorizing the trustee to bid, and he did so 
and became the purchaser of the property. 
Thereafter, he applied to the court for au- 
thority to resell the property, and such au- 
thority was granted after hearing upon no- 
tice to all bondholders by registered mail 
and publication. Certain of the bondholders 
appealed on the ground that both the orig- 
inal acquisition of the property by the trus- 
tee and his subsequent sale thereof were 
unauthorized by the trust instrument. 

HELD: 1. A trustee under a trust mort- 
gage has certain duties not specified in the 
instrument, one of which is the duty under 
certain circumstances of protecting the in- 
terests of the bondholders at a judicial sale 
upon foreclosure of the indenture. His 
power to bid at the sale is an implied power 
derived from the instrument itself and not 
from any authorizing order of the court, 
though it is proper for him to secure in- 
structions from the court as to whether the 
situation is such as to require him to exer- 
cise the power. While judicial authority in 
this country is divided upon this point, the 
rule announced is the better one since it 
enables trustees to prevent losses to bond- 
holders through improvident sales in a dead 
market. 

2. The trustee, having lawfully acquired 
the property on behalf of the bondholders, 
was under duty to proceed with the resale 
of it, and was entitled to the instructions 
of the court thereon, since the question as 
and at what price it should be sold depends 
to how long such property should be held 
upon the circumstances of each case. 


a) 


Distribution—As of What Date Are 


Beneficiaries Determined 


Arizona—Supreme Court 


In re Valley National Bank et al. v. Hartford 
Accident & Indemnity Co. et al., 118 Pac. (2nd), 
359 (May 16, 1941). 


The will of George W. P. Hunt named 
the Valley Bank and Trust Company, later 
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succeeded by The Valley National Bank, 
as executor and trustee. By decree of dis- 
tribution deceased’s estate was distributed 
to the trustee for administration in accord- 
ance with the terms of the will which pro- 
vided: 


“One-half of my said trust estate shall be held 
in trust for the benefit of my daughter, Virginia 
Hunt Brannan, to be so held by my said trustee 
until January list, 1945, and at said date to be 
paid to and distributed to said Virginia Hunt 
Brannan free of any and all trusts; . . 

“The other half of my said trust shall be held 
in trust for the benefit of any child or children 
of my said daughter, Virginia Hunt Brannan, 
then in being ,share and share alike, . . . It is my 
intent that if more than one child of said Vir- 
ginia Hunt Brannan is in being at the time this 
trust takes effect the income of this one-half of 
my trust estate shall be held for the benefit of 
all of said children, share and share alike, .. .” 


Two children of the deceased daughter 
were made defendants in this action, the 
first child having been born prior to the ex- 
ecution of the grandfather’s will and the 
second child having been born two months 
and seventeen days after the decree of dis- 
tribution in said estate had been entered. 


The lower Court held that the daughter 
and the two children were the beneficiaries 
of the trust estate and that the two chil- 
dren should share one-half the estate equal- 


ly. 


HELD: The beneficiaries of the will were 
as decided by the lower court, the Court 
saying: 


“The phrase in the will ‘The other half of my 
said trust estate shall be held in trust for the 
benefit of any child or children of my said daugh- 
ter, Virginia Hunt Brannan, then in being, share 
and share alike,’ is the key to the donor’s inten- 
tion as to the beneficiaries of the trust. It points 
to a time later than the date of the will or the 
testator’s death; to a future event, such as the 
order approving the executor’s final account and 
the decree distributing the trust estate to the 
trustee and the execution of the surety bond as 
provided in the will; to the time when the corpus 
of the trust was finally ascertained and deter- 
mined by the probate court in accordance with 
the law, and the surety bond given, and the trust 
property turned over to the trustee. Or the event 
the testator intended should determine who the 
beneficiaries of the trust to be could be the date 
that Virginia Hunt Brannan should receive from 
the trustee her one-half of the estate, to wit, 
January 1, 1945. 


Although the second child was born after 
the decree, the court said: 


“The general principle of law is that, subject 
to the qualification that it must be born alive, 
a child en ventre sa mere is, in law, considered 
in esse from the date of its conception, for al} 
purposes beneficial to it.’ 
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Distribution—Precatory Conditions— 
Perpetuties 


Arizona—Supreme Court 


In re: Hayward’s Estate (Van Hagen et al. v. 
Newton), 110 Pac. (2nd) 956. 


The will of Hayward was admitted to pro- 
bate in Colorado and the executor made ap- 
plication for ancillary letters in Mohave 
County, Arizona, alleging that decedent at 
the time of her death “owned one-half in- 
terest in the residue of the estate of John 
Watson Thompson, now being probated in 
that County.” Beneficiaries of the will of 
Thompson contested the issuance of letters 
ancillary on the ground that the deceased 
left no property in Mohave County. 

Thompson’s will left the residue of his 
estate, 


“including any lapsed legacies or devises, . . . to 
my nieces, Miss Theodora L. Hayward and Miss 
Winifred Van Hagen, in equal shares, and if 
either of them shall have died before my decease, 
without issue living at the time of my death, 
then her share shall pass to my said sister, Mrs. 
Emily D. Van Hagen, my niece, Charlotte Thomp- 
son Lloyd, and my nephew, John Watson Thomp- 
son, or the survivor or survivors of them, share 
and share alike.” 


Question is whether under the Thompson 
will Hayward’s one-half interest died with 
her or whether she had before her death 
voluntarily created a trust of said interest 
for the benefit of contestant. 


HELD: “The evidence . .. manifests an 
intention on the part of Hayward in the 
future to give to Van Hagen her one-half 
interest, but not an intention to transfer 
her title or interest therein immediately.” 

Since Hayward executed no formal writ- 
ing authorizing or directing the executors 
of the Thompson will to collect and hold her 
part of the estate for the use and benefit 
of contestant and did nothing which a per- 
son creating a trust would ordinarily do, 
the Court held her expression to be merely 
precatory, stating: 


“The most that can be said in favor of the 
trust theory is that the evidence shows that Hay- 
ward had expressed a wish to be done with the 
Arizona property willed to her by Thompson;.. . 
had -used language expressive of an intention to 
give her part thereof to her cousin Van Hagen, 
and had suggested that with it the latter would 
be comfortable ... This evidence is not sufficient 
to constitute Hayward’s interest in the Thompson 
estate a trust for the use and benefit of Van 
Hagen. It could be nothing more than an im- 
perfect or incomplete trust.” 


One of the terms of the Thompson will 
expressed a wish that his estate should be 
kept among the descendants of his late 
father and mother. Holding that this ex- 
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pression was precatory merely and not used 
in a testamentary sense, and that it was 
simply a recommendation directed to the 
legatees and devisees, the Court said that 
to uphold the expression as testamentary 
would be a violation of the rule against per- 
petuities. 

The Court therefore upheld the lower 
court in granting Letters Ancillary to the 
Executors of Hayward’s will. 


a, 


Distribution — Resulting Trust on 
Failure of Express Trust Because of 
Indefiniteness 


California—District Court of Appeal 
Sears v. Rule, 45 A. C. A. 416 (June 16, 1941). 


Sarah Weber’s will left household goods, 
etc., to her brother Charles and residue to 
him, stating, “I am confident, and place my 
trust in him to the extent that he will dis- 
tribute my estate in accordance with my 
wishes he and I have often discussed.” A 
further paragraph provided for forfeiting 
the interest of any legatee, etc., who con- 
tested the will, and appointed Charles guar- 
dian of the estate of any minor or incompe- 
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tent to whom distribution is made. Charles 
obtained order of distribution to himself, 
without reference to any trust. Present 
suit brought by other heirs claiming Charles 
obtained distribution by fraud and upon a 
secret trust which failed. Judgment dis- 
missing complaint reversed. 


HELD: (1) Trust invalid because it fail- 
ed to mention subject, purpose and bene- 
ficiary. 

(2) Language of will indicates testatrix 
did not intend to transfer beneficial inter- 
est to Charles. 

(3) The trust being void for indefinite- 
ness he holds under resulting trust for heirs 
at law. 

(4) Suppression of facts relative to ex- 
istence of other persons interested in the 
estate constitutes extrinsic fraud on part 
of distributee, and decree of distribution is 
subject to modification in equity. 


ee 


Guardianship—Liability for Holding 
Title to Property in Guardian’s Own 
Name—Rule as to Trustees Applied 


Washington—Supreme Court 


In the Matter of the Guardianship of LeFevre, 
109 Wash. Dec. 199 (June 6, 1941). 


In 1923 Annie R. LeFevre was appointed 
guardian of the estate of her granddaughter 
petitioner. The guardian received approx- 
imately $1,300 belonging to the estate of 
the petitioner and placed it in a savings and 
loan society. In 1928 or 1929 she withdrew 
the money and invested it in bonds regis- 
tered in her own name without disclosing 
the fiduciary relationship. Subsequently 
the issuer of the bonds went into liquidation 
and the bonds had little or no value at the 
time of the hearing. After the ward be- 
came of age she petitioned for an account- 
ing and served notice on the surety on the 
guardian’s bond. 


HELD: The taking of the bonds in the 
name of the guardian was admittedly a 
technical breach of trust, but it did not 
follow that the guardian is liable to the 
ward other than for the actual loss suf- 
fered by virtue of such act. Pointing out 
that the cases are in apparent confusion 
upon the question of the measure of liabil- 
ity imposed upon a guardian who invests 
in the name of the guardian as an indi- 
vidual, and that the same confusion and 
the same considerations exist as to invest- 
ments similarly made by trustees, the court 
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went on to treat the cases of trustees and 
of guardians together without distinction. 

The opinion states that courts should not, 
in an overly zealous effort to protect the 
ward’s estate, neglect all considerations for 
the protection to which a guardian who has 
faithfully and conscientiously discharged 
his duties should be entitled, and that the 
rule imposing upon the guardian, who has 
acted in good faith, liability only for 
actual loss caused by the act of taking in- 
vestments in the name of the guardian with- 
out indication of the trust character of the 
investment, affords ample protection to the 
ward’s estate and at the same time deals 
equitably with the faithful guardian. There 
was nothing in the case to indicate that the 
ward was damaged in any particular be- 
cause the bonds were taken in the name of 
the guardian, the court therefore holding 
that the petitioner is not entitled to any 
recovery. 

The court cautioned, however, that noth- 
ing said in the opinion is intended to con- 
done or abandon the rule holding that a 
guardian should not invest a ward’s funds 
in the guardian’s name as an individual, 
holding only that where a guardian has in 
good faith transgressed the rule, the liabil- 
ity imposed for the breach is limited to the 
actual damages caused by that breach. 


ee 


Investment Powers — Purchase for 
Trust of Bonds Which Formed Part 
of Issue Bought Up By Trustee At 
Commission 


Kansas—Supreme Court 
Bayless et al. v. Trust Company, 153 Kan. 81. 


Husband and wife created a trust with 
defendant trust company to collect and dis- 
tribute the income to plaintiffs. The trust 
agreement contained provisions that, 

1. No securities belonging to or con- 
trolled by defendant could be sold to the 
trust estate at any profit to defendant; 

2. The charges and compensation of de- 
fendant should not exceed 5% of the in- 
come of the property placed in trust; 

3. Defendant should not charge as ex- 
penses of the trust any overhead of de- 
fendant or compensation to any of its offi- 
cers or employees or any expenses attendant 
upon the investment, collection, or handling 
of securities into which the trust property 
might be converted. 

It was defendants’ practice in financing 
proposed bond issues for corporations, to 
buy an entire bond issue at an agreed price 
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on condition that the corporation issuing 
the bonds would pay defendant a sizable 
commission. Defendant then sold bonds to 
the trust estate at prices which did not 
take into account these commissions. In fix- 
ing the cost price to be charged the trust 
estate for these bonds, defendant also 
charged a proportionate part of the costs 
of acquiring the bond issue as part of the 
price of the bonds without deducting for 
said commissions. 

Plaintiffs brought action for breach of 
trust and for an accounting and restitution 
of trust funds. Defendant contended that 
the original trust agreement had been mod- 
ified by a supplementary agreement between 
defendant and one of the two settlors. 


HELD: The language of the trust agree- 
ment was not indefinite or ambiguous and 
its provisions were not open to interpreta- 
tion or amendment by supplementary agree- 
ment. Where the original terms of a de- 
claration of trust contain no provision for 
its amendment by supplementary agree- 
ment, they cannot be modified by a subse- 
quent agreement by the trustee and one of 
the two creators of the trust. 

The trustee was entitled to but 5% of 
the income of the trust estate and that limit 
was not open to enlargement by burdening 
the trust with any overhead or other 
charges or exactions by the trustee. The 
practices of defendant constituted a breach 
of the terms of the trust agreement. 


en 


Investment Powers—What Is “Rea- 
sonable Time” Within Which Trustee 
Must Sell Non-Legals In Absence of 
Power to Retain 


Pennsylvania—Supreme Court 
Casani’s Estate. 


See article discussing this case on page 
65 of this issue. 


a 


Life Tenant and Remainderman—Dis- 
cretionary Powers of Trustees to De- 
termine Principal and Income 


Massachusetts—Supreme Judicial Court 


Sears v. Childs, 1941 A. S. 1167 (309 Mass.), 
June 23, 1941. 


Petition for instructions by trustees of a 
special trust as to certain income. The 
special trust was to pay the income to the 
wife, son, and daughter of the testator and 
the survivors or survivor until the death 
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of the last survivor, whereupon the income 
should go into the residue of the estate; 
provided that if either the son or daughter 
should die before the termination of the 
special trust, leaving children, the share of 
the income payable to him or her at his 
death, should go to the children, and “if 
there are no such children the income shall 
go into the residue of my estate.” 

All survived the testator. The widow 
died first and then the daughter, the latter 
without issue. The daughter had an incur- 
able disease, which was known to the 
testator. The son survived. The question 
was whether the son was entitled to all the 
income or only half. There was also a 
petition by the general trustees as to the 
disposition of the other half of the income 
if it was decreed to fall into the residue. 
The residuary trust was in three parts, for 
the wife, son, and daughter, respectively. 


HELD: The wording of the clause be- 
ginning with “provided” governed, and on 
the death of the daughter without issue her 
half of the income went to the general 
trustees. As to its disposition in their 
hands, the will provided that both the spe- 
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cial and the general trustees should have 
absolute discretion to determine what re- 
ceipts were principal and what income, and 
the same as to expenses. Accordingly, fol- 
lowing Dumaine v. Dumaine, 301 Mass. 
214,* the court held that they had the dis- 
cretion, after serious and responsible con- 
sideration, short of arbitrary or dishonest 
conduct, to determine whether receipts from 
the special trustees should be treated as 
principal or income, and what expenses 
should be charged against principal and 
what against income. 

(Note: The opinion contains an extended 
discussion of rules of interpretation.) 


*See Nov. 1938 Trust Companies 635. 


a 


Life Tenant and Remainderman — 
Guardian May Not Mortgage Remain- 
der Interest in Real Estate to Reim- 
burse Life Tenant for Permanent 
Improvements 

North Carolina—Supreme Court 


Hall v.' Hall, 219 N. C. 805. (Filed June 14, 
1941.) 


Testator devised improved and unim- 
proved real estate to his daughter for her 


lifetime and then to her children. The 
daughter, with knowledge that her estate 
in the land was only a life estate, incurred 
substantial indebtedness in making perma- 
nent improvements to the property, enhanc- 
ing the value of the property, and proving 
in part beneficial to the remaindermen. Pro- 
ceeding was instituted by the life tenant 
against the minor remaindermen and their 
guardian for authority to mortgage the 
property to pay off the indebtedness in- 
curred by the life tenant for the cost of 
the improvements. The trial Court found 
that the funds representing the indebted- 
ness were used solely and exclusively in 
adding permanent, worthwhile and needed 
improvements to the town and farm proper- 
ties, the expenditure of which has been of 
great and lasting profit to the remainder- 
men of the estate. The trial Court author- 
ized the guardian to execute the mortgage. 

HELD: The guardian was without au- 
thority to execute the mortgage since there 
was no showing that the interest of the 
wards would be materially promoted by the 
mortgage of the property, and since the life 
tenant is solely liable for the cost of the 
improvements and is not entitled to com- 
pensation therefor. It was pointed out that 
one who makes permanent improvements 
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upon land, knowing at the time he owns 
only a life estate therein, may not recover 
against remaindermen a proportionate part 
of the value of the improvements on the 
ground that they were for the benefit, in 
part at least, of the remaindermen. 


a 


Life Tenant and Remainderman — 
Power of Trustee to Invade Corpus to 
Make Up Income — Insurance Policy 
Dividends etc. As Corpus 


Wisconsin—Supreme Court 


First National Bank in Oshkosh v. Barnes, 298 
N. W. 215 (Decided May 20, 1941). 


Testator provided in his will that the pro- 
ceeds of $150,000 of life insurance should 
be held by trustees who were to devote 
$37,500 of such proceeds to certain stated 
purposes, and the balance was to be invest- 
ed and the net income paid, $3,600 per year 
to the testator’s mother (with provision 
that in case of sickness, accident or other 
emergency, the trustees might increase her 
allowance to an amount sufficient to meet 
the emergency), and the balance to the 
testator’s two brothers. Upon the death 
of each brother, his issue was to receive the 
parent’s share of the income, and the corpus 
was to be distributed among such issue upon 
reaching the age of thirty. Due to litigation, 
tax claims and other difficulties, the trust 
estate was reduced to $54,000, and the an- 
nual income of it was only about $1,700. 

During the first three years of the trust, 
the trustees paid the testator’s mother all of 
the income and some $2,600 out of corpus in 
order to give her the full $3,600 per year, 
and then applied to the court for authority 
to continue using corpus funds to make up 
deficiencies in the income so that she would 
receive the full $3,600 per year. The trus- 
tees also asked the court’s approval of their 
act in treating as income, available for pay- 
ment to the mother, some $6,900 of proceeds 
of the life insurance policies in excess of 
their face value of $150,000, arising out of 
premium refunds, dividends and dividend 
additions. 


HELD: 1. The will is entirely unam- 
biguous, and the court has no power to add 
to the provision therein made for the 
mother. The testator intended the pay- 
ments to her to be made only out of in- 
come, and gave the trustees no authority 
to pay her any of the corpus. The changed 
financial status of the estate has no bear- 
ing on the testator’s intention at the time 
of making the will. Therefore, the pay- 
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ments to the mother cannot exceed the in- 
come of the trust estate, and the $2,600 of 
payments already made to her out of corpus 
were erroneous. 

2. The $6,900 paid by the insurance 
companies in addition to the face amount of 
the policies constitute corpus of the trust 
estate and not income, and must be invest- 
ed along with the rest of the corpus. 


a eT 


Living Trusts—Trust Deed Construed 
By Rules Applicable to Wills 


Illinois—Appellate Court 
Fountain v. Fountain, 308 Ill. App. 330. 


A declaration of trust reserved to the set- 
tlor the income for life. After his death 
income was to be divided between his son 
and grandson until the son attained or 
would have attained the age of sixty years, 
whereupon one-half of the principal was 
distributable to each. If either died before 
the termination date, his share of income 
was payable to his wife and children. If 
either were deceased at the termination 
date, his share of corpus would be distri- 
buted to his descendants, per stirpes, but in 
the grandson’s case his widow, if living, 
was to receive one-third of his one-half 
share. If neither the son nor grandson nor 
any of their descendants were living at the 
termination date, the trust was distribut- 
able to the “then heirs-at-law” of the set- 
tlor, except that one-third of the trust 
estate was distributable to the widow of the 
grandson, if then living. 


On the same date the settlor executed 
his will giving his residuary estate to 
trustees upon terms almost identical with 
those of the declaration of trust. The 
grandson died shortly after the settlor’s 
death, unmarried and without descendants. 
The son contended that upon the death of 
the grandson leaving no widow or de- 
scendants, the son acquired the equitable 
fee simple title to one-half of the trust 
property as heir-at-law of the settlor; that 
the legal title to said one-half interest was 


in the trustee, and that the equitable title 
remained in the settlor; that such equitable 
interest did not pass under the will of the 
settlor, and that cross-remainders cannot 
arise by implication under a deed. 


HELD: There is more to construe than 
the deed alone. Conceding that cross-re- 
mainders in a deed can only be created by 
express limitations, it is doubtful that such 
a hard and fast rule should be applied to a 
declaration of trust containing the lan- 
guage found here. The instrument should | 
be construed by rules applicable to wills 
rather than rules applicable to deeds, and 
a cross-remainder in the son should be im- 
plied as arising upon the death of the 
grandson without a widow or descendants 
surviving. 

The language of the will was broad 
enough to include all property, including the 
estate in reversion under the trust instru- 
ment. The trust agreement provides for 
distribution on a future date to a class of 
remaindermen then living. Under these 
circumstances the remaindermen must sur- 
vive the termination date. Here the son 
was entitled to the grandson’s share of 
income, and if the son survives the ter- 
mination date he will be entitled to the 
grandson’s share of principal by implica- 
tion of law. Outstanding contingent inter- 
ests, however, are a bar to the son’s right 
of present enjoyment. 


a | oe ee Sen 


Powers—Appointment — Exercise of 
Power By Donee Contrary to Terms of 
Agreement and Decree Held Ineffective 


Illinois—Appellate Court 
Riggs v. Barrett, 308 Ill. App. 549. 


A trust, pursuant to a separation agree- 
ment, was created in 1925 by the husband. 
The contemplated divorce became final in 
1926. In 1928 the husband filed a com- 
plaint seeking a dissolution of the trust on 
the ground that its execution had been ob- 
tained by fraud. The litigation was com- 
promised by a contract by which the ex-wife 
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agreed to bequeath to their adopted son and 
others the trust fund in the manner there- 
in specified. The ex-wife made her will 
purporting to carry out the terms of the 
contract but differing from the terms of the 
contract in many particulars. 

The husband in 1935 filed a second com- 
plaint attacking the trust. Again the adult 
parties agreed on a settlement, the Guar- 
dian ad Litem for the minor adopted son 
and a trustee for beneficiaries not in being 
representing that the settlement was for 
the best interests of the minor. A consent 
decree was entered by the court in May, 
1936. On February 3, 1936, while the sec- 
ond complaint was pending, the ex-wife 
made a second will contrary to the terms 
of her contract of 1928 and the consent 
decree. 

After the ex-wife died in 1937 the minor 
adopted son and the husband filed a third 
complaint, seeking a determination that the 
1936 decree was a binding obligation on the 
ex-wife and a lien upon the trust estate. 


HELD: The ex-wife having consented 
to the entry of the 1936 decree, it was clear- 
ly her duty to make a will in accordance 
with that decree. She concealed from the 
lower court the fact that only two months 
before she filed her answer wherein she 


requested the court to approve the settle- 
ment, she had made a will exercising the 
power in a manner inconsistent with the 
1928 agreement, which the court in effect 


approved. It would be inequitable to al- 
low her, or those standing in her place, 
after inducing the court to approve the set- 
tlement, to later renounce her solemn 
promise. The court answered the conten- 
tion that the only remedy was against the 
estate for damages for breach of contract 
by saying that a court of equity is an ap- 
propriate forum to enforce a trust and to 
hold otherwise would be to deprive the 
minor of an adequate remedy. 


a 


Powers — Appointment — Perpetui- 
ties — Conflict of Laws 


New York—Supreme Court, Nassau County 


City Bank Farmers Trust Company v. 
N. Y. L. J., July 7, 1941, p. 56. 


Meyn, 


A settlor, described in the trust instru- 
ment as “of the City of Washington,” cre- 
ated an inter vivos trust with a New York 
corporate trustee reserving the income to 
himself for life, and provided that the in- 
come was thereafter to go to his sister for 
her life, with remainder to a named bene- 
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ficiary in default of appointment by the 
sister. It was provided that the exercise 
of the power might be “in trust or other- 
wise” as the sister might “direct by her last 
will and testament duly admitted to pro- 
bate or otherwise duly established accord- 
ing to the laws of the state or country of 
which she may be a resident at the time 
of her death.” 

The trust instrument further provided 
that “the provisions of this agreement shall 
be construed and its operation and effect 
regulated by the laws of the state of New 
York.” The sister was domiciled in the 
District of Columbia at the time of her 
death and by her will made an appointment 
which would violate the New York rule 
against perpetuities, but which would be 
valid under the District of Columbia rule. 

HELD: The validity of the appointment 
was governed by the law of the District 
of Columbia and the appointment was ac- 
cordingly valid. The court recognized that 
there was some question as to whether the 
settlor was domiciled in the District of 
Columbia at the time of the creation of the 
inter vivos trust, but regarded that as un- 
iraportant. The court declared that the pro- 
visions which stated that the trust should 
be governed by New York law did not ex- 
tend to the construction, operation and ef- 
fect of the testamentary appointment. The 
court found an explicit recognition on the 
part of the settlor that some law other than 
*hat of New York might apply inasmuch as 
the trust agreement provided that the exer- 
cise of the power of appointment was to be 
made by a will of the sister duly establish- 
ed according to the laws of the jurisdiction 
in which she was resident at the time of 
her death. 


sis tinnennsenciiinllcaaaaaactinias 


Taxation—Estate—Effect of Renun- 
ciation by Appointees Under General 
Power of Appointment Upon Taxa- 
bility in Estate of Donee 


United States—Circuit Court of Appeals, 2nd Cir. 


Central Hanover Bank & Tr. Co. v. Commissioner, 
118 F. (2d) 270. 


Decedent had given her brother a general 
power of appointment over remainders in 
trusts created under her will, which he ex- 
ercised. Certain of the appointees, how- 
ever, renounced the appointment because 
they could take by intestacy. The Commis- 
sioner of Internal Revenue had included 
all the remainders in the estate of the 
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donee of the power, and the Board of Tax 
Appeals affirmed. 


HELD: Reversed. The renunciations 
prevented some of the property from pass- 
ing under the power and to that extent the 
remainders were not taxable in the estate 
of the donee of the power. 

— 


Taxation—Income—Basis (under the 
1934 Act) of Property Received from 
Testamentary Trust—Effect of Con- 
tingency of Interest 


United States—Supreme Court 
Helvering v. Richard J. Reynolds; Mary Flagler 
Cary v. Commissioner, (Decided May 26, 1941). 


The Reynolds Case: The taxpayer’s 
father had died in 1918, leaving him a re- 
mainder interest in a testamentary trust. 
This was held by the Fourth Circuit Court 
to be a contingent interest under North 
Carolina law. The taxpayer received his 
share in the trust on April 4, 1934, com- 
prising some securities coming down from 
the original estate and others purchased by 
the trustee between 1918 and 1934. 

The taxpayer claimed April 4, 1934 as 
his date of acquisition, and the value on that 
date as his basis for computing gain upon 
sales made in 1934. The Commissioner of 
Internal Revenue used as the basis the value 
at date of death in 1918 for securities com- 
ing down from the estate, and cost to the 
trustee for securities he had purchased. 


HELD: Basis proposed by Commissioner 
is correct. 


The taxpayer had contended that under 
the corresponding provisions of the 1926 and 
prior Revenue Acts (which were the same 
as the 1934 Act) it had been uniformly 
held that the property comprising a con- 
tingent interest was not “acquired” until 
the contingency was satisfied and the tax- 
payer became entitled to the property. The 
Supreme Court held, however, that there 
had been no adoption by Congress of such 
administrative construction, and that for a 
contingent interest the basis dated from the 
earlier time when the taxpayer had acquir- 
ed an interest which ultimately ripened in- 
to complete ownership. The property com- 
ing down from the original estate was held 
to have been acquired on the date of death; 
that purchased by the trustees on the date 
of such purchase, (Two dissenting members 
of the Court agreed with the taxpayer’s 
contention. ) 

The Carey Case: 


Based upon the Rey- 
nolds opinion, the Court held that, whether 
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the legatees’ interests in a testamentary 
trust were vested or contingent, was of no 
consequence, and that the basis of property 
coming down from the original estate was 
the value at the death of the decedent. 
eS 


Taxation — Income — Taxability to 
Grantor Where Upon Happening of 
Contingency Grantor Might Receive 
Accumulated Income of Trust 


United States—Circuit Court of Appeals, 6th Cir. 


Altmaier v. Commissioner, 116 F. (2d) 162. 


Settlor created a trust to accumulate in- 
come, revocable with consent of his wife 
during her lifetime and thereafter revocable 
by settlor alone. The Commissioner of In- 
ternal Revenue taxed the income to settlor 
as accumulated for his benefit and the 
Board of Tax Appeals affirmed. 

HELD: Affirmed. The dependency of 
settlor’s right to the accumulated income 
of the trust upon his surviving his wife is 
immaterial. Under the trust agreement the 
income “may be *** accumulated for fu- 
ture distribution to the grantor.” 
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The Court also said, with respect to re- 
vocation, that the wife was not a person 
having a substantial adverse interest under 
the present concept of the inclusive effect 
of “family solidarity.” 


a, 


Wills—Probate—Mutual Wills—lIrre- 


vocability of Instrument of Surviving 
Party to Contract 


Oregon—Supreme Court 
Ankeny v. Lieuallen et al., June 10, 1941. 


Appeal from a decree foreclosing a mort- 
gage on farm land. The mortgage was 
given on October 17, 1932, by James T. 
Lieuvallen and his second wife to the First 
Inland National Bank of Pendleton, of 
which the plaintiff is receiver. The ques- 
tion was whether, under the terms of a 
contract entered into between Lieuallen and 
his deceased former wife and the mutual 
wills by them executed in pursuance of said 
contract, he had a lawful right to encum- 
ber this property with a mortgage. If he 
had no such power, then the lien of the 
mortgage against the land is invalid and 
unenforceable. 


HELD: It is well settled by the decisions 
of this court and by the authorities gener- 
ally, both in this country and in England, 
that a husband and wife, or any two per- 
sons, may contract with each other to make 
mutual wills containing reciprocal pro- 
visions, and that, when such wills have been 
executed in pursuance of a contract, either 
party may, during the lifetime of both, 
withdraw from the compact and revoke the 
will as to him upon giving such notice to 
the other as will enable him to alter or 
revoke his will also if he so desires but, 
in the absence of such notice and revoca- 
tion, the will becomes irrevocable after the 
death of one of them if the survivor takes 
advantage of the provisions made by the 
other. 


a, 


Wills—Probate — Undue Influence — 
Admission of Later Statement to Show 
Absence 


Connecticut—Supreme Court 


Babcock et als., v. William H. Johnson, 127 Conn. 
643. 


The plaintiff appealed from the admis- 
sion of a will to probate on the ground that 
the will was the result of undue influence. 
At the trial the defendant introduced evi- 
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dence that the testator visited the office 
of the attorney who had custody of the will, 
four years after the execution of the will, 
read it and said it was all right. During 
the consideration of the case the jury in- 
quired of the court whether or not its de- 
cision should be affected by the statement 
of the testator. The court instructed the 
jury that they should consider this fact in 
connection with all the other evidence bear- 
ing upon the issue. 


HELD: 
affirmed. 

1. A claim that a will was the result 
of undue influence necessarily involves an 
inquiry into the effect upon the mind of the 
testator of the influences claimed to have 
been brought to bear upon him. Approval 
of the will at a time and place where he 
was not subject to such influences would 
certainly tend to rebut a claim that it re- 
sulted from them. The testator’s statement 
that the will was all right was evidence that 
at the time it was made the will repre- 
sented his real intent. 

2. The statement in question evidenced 
the state of mind of the testator, and was 
not in the nature of one introduced for the 
purpose of proving the truth of a fact con- 
tained in it, as was the case as regards 
the statements held inadmissible in other 
cases. 


Judgment sustaining the will 


a 


Wills—Probate—Will of Hate—Pro- 
visions Contrary to Public Policy 


New Jersey—Court of Chancery 
Girard Trust Co. v. Schmitz, 120 N. J. Eq. 444. 


The testator died leaving him surviving 
six brothers and sisters. The Testator ap- 
parently possessed a deep-rooted hate for 
one brother and one sister. Because of this 
fact, he left a will, under the terms of 
which he provided that the bequests to the 
favored brothers and sisters 


“are made upon the express provision and condi- 
tion that no one of them shall at any time after 
my death and after notice of this provision of my 
will shall have been made. known to them by my 
Executor, have any communication or intercourse 
verbally or in writing, directly or indirectly, nor 
live in the same house or under the same roof 
with” the other two, “except such communication 
as shall be absolutely necessary in the settlement 
of my father’s estate. 

“In the event that any of my said brothers and 
sisters shall have such communication or inter- 
course or live in the same house or under the 
same roof with my said brother . . . or my said 
sister . . . I direct that the interest of such 
brother or sister so having communication or in- 
tercourse or living under the same roof... shall 
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forthwith cease and determine as if such brother 
or sister were deceased without issue, on the date 
of such intercourse or communication, and distri- 
bution of income or principal shall thereafter be 
made as if such brother or sister were actually 
dead without issue.” 


The testator further provided for dis- 
position of that portion of his estate which 
was to devolve to the aforesaid four 
brothers and sisters in the event that they 
refused to comply with conditions specifical- 
ly set out by him. 


HELD: The condition of the will inhibit- 
ing social intercourse between certain mem- 
bers of the family “is as shocking and harsh 
as it is unusual, and the Court will not lend 
its hand to help the Testator use the pow- 
ers of his wealth to disrupt this family.” 
Society condemns restraints placed upon 
marriage and family reiationships and con- 
strues such restraints as being void, as 
against public policy. The testator’s pro- 
vision was void, in that it opposed public 
policy. Further, the uncertainty of the 
meaning of the instrument was objection- 
able, in that it invited difficulty of enforce- 
ment. 


es 


Gains and Losses Tax 
on Treasury Bills 


With respect to the gain or loss from the 
sale or other disposition of Treasury bills 
issued on or after March 1, 1941, under the 
Second Liberty Bond Act, as amended by 
the Public Debt Act of 1941, the Bureau of 
Internal Revenue has ruled that “the 
amount of discount at which the bills are 
originally sold . .. is to be considered as 
interest for the purpose of determining 
taxes as well as tax exemptions. Accord- 
ingly, the amount of such discount is in- 
cludible in gross income as interest, separ- 
ate and apart from gain or loss, if any, 
from sale or other disposition of the bills 
if recognized as such gain or loss, and is 
includible in or deductible from gross in- 
come.” 


Cut Non-Defense Expenses 


Today, we are hearing much about priori- 
ties. Commodities that compete with the 
defense program are now suspect, they are 
being subjected to priority control. I sug- 
gest that non-defense expenditures are such 
commodities. They compete with our vital 
emergency program. Non-defense taxes 
compete with defense levies, non-defense 
spending slows up defense. The defense 
program must have priority. 


Special interest groups long ago discov- 
ered it was a relatively simple matter to 
gain their own ends through exertion of or- 
ganized pressure on their elected represen- 
tatives. It is a hopeful sign that we can 
report concrete evidences of an awakening 
on the part of the taxpaying public. Con- 
tributing to an increasing tax consciousness 
is the spread and impact of direct taxes— 
lowered exemptions for the personal income 
tax, for example. 


A big problem, it seems to me, is to con- 
vince all taxpaying groups to forget their 
own particular grievances and view the 
problem from its broadest aspects. It has 
been proved time and again that there is 
nothing to be gained by shifting the tax 
burden from one group to another. This 
simply divides the ranks of the taxpayers 
and makes them collectively impotent. 


New York State’s accomplishment (reduc- 
tion in budget) was made possible only by 
united action of a large majority of the 
taxpayers. Business and industry, farm 
and labor groups, civic and taxpayer organ- 
izations all joined forces in a common ob- 
jective—the reduction of governmental ex- 
penditures through efficiency and economy. 
The entire effort was coordinated by the 
Citizens Public Expenditure Survey. The 
Survey, in an independent and wholly non- 
partisan way, provided the facts and sug- 
gested citizen action based on those facts 
to bring about the desired result—James G. 
Blaine, president, Marine Midland Trust 
Company of New York, at Convention of 
the New York State Bankers Assn. 
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